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The Chairmen and Ranking Minority Members

The Committees on Veterans' Affairs, Armed Services and National Security
The Senate and House of Representatives of the United States

Washington, D.C.

Dear Chairmen and Ranking Minority Members:

| am pleased to present the final report of the Congressional Commission on Servicemembers
and Veterans Transition Assistance. This report includes our findings on the adequacy and
effectiveness of servicemembers' and veterans' transition assistance programs, our recommendations
for their improvement, and our determination of the feasibility and desirability of consolidating the
departments and agencies bringing those programs to life.

This report could not have been completed without the support of the Congress, the assistance
of the Departments of Defense, Veterans Affairs, Labor and the Small Business Administration, the
input of veterans' and military service organizations, and the participation of hundredsif not
thousands of servicemembers and veterans. We appreciate the sometimes extraordinary pains taken
by organizations and individuals to assist the Commission in its deliberations and debate. We
specifically and gratefully acknowledge the personal cooperation of the leadership of Departments
of Defense, Veterans Affairs and Labor in providing the Commission with information, and more
importantly, in detailing skilled, knowledgeable and dedicated staff. Commission staff and
departmental detailees, both civilian and uniformed, performed Herculean labors in obtaining and
analyzing information and in transforming the Commission's findings and decisions into the final
report. We are particularly indebted to the Office of VA's General Counsel for their assistancein
preparing draft legislative language of the Commission's recommendations.

The Commissioners' belief that servicemembers and veterans represent a unigue and invaluable
human resource for America's society and economy was re-enforced by our interaction with
members of the Armed Forces and veterans throughout our land. Our Nation has an obligation to
provide servicemembers and veterans with the means to take advantage of the opportunities protected
and preserved through their service. If we succeed, Americawill also reap the harvest of their post-
service lives. We believe that this support is evidence of the importance placed by our Nation on that
critical task.

Therefore, and pursuant to title V11 of the Veterans' Benefits Improvement Act of 1996 (Public
Law 104-275), | am pleased to report to the House and Senate Committees on Veterans' Affairs,
Armed Services, and National Security on the Commission's findings and recommendations on the
adequacy and effectiveness of programs and services provided to servicemembers and veterans and
on the feasibility and desirability of consolidating their administration.

Respectfully,

Anthony J. Principi
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EXECUTIVE SUMMARY

EXECUTIVE SUMMARY

Many of the benefits and services provided to the men and women now leaving active
duty are rooted in programs and organizations that were established in the closing days of
World War Il, more than half a century ago. Since that time, profound changes have occurred
in the Nation and the Armed Forces and in the individuals who serve in uniform.

In response to these changes, Congress established the Commission on Servicemembers
and Veterans Transition Assistancein title VII of the Veterans' Benefits Improvement Act of
1996 (Public Law 104-275). Congress directed the Commission to review programs that
provide benefits and services to veterans and to servicemembers making the transition to
civilian life and propose steps to ensure the programs’ adequacy
and effectiveness in meeting their needs, both now and in the 21 Congress called for
century. Congress tasked the Commission to propose . .
improvements and determine the feasibility and desirahbility of thisreview, not
consolidating the organizations administering benefits. Congress  because it questions
called for this review, not because it questions the need for the need for
benefits, but rather because it knows the importance of “doing it .
right.” The Commission’s review of benefits and servicesisthe benefits, _bUt rather
most comprehensive since that of the Bradley Commission in because it knows
1956. In some cases, benefits and services have become so the importance of
outdated, and program management so ineffective that they break « doin g it ri ght ”
faith with those who served, and currently serve, their Nation in :
uniform. Accordingly, this report will propose fundamental and
far-reaching reforms to both programs and the governmental organizations administering
them.

Without a military draft, the security of the United States will depend upon the ability of
our Armed Forces to recruit large numbers of highly qualified volunteers to operate the
increasingly complex technology and conduct the rigorous operations required for national
defense in the century to come. The Services have been both downsized and tasked with
increased operational tempo. Almost all servicemembers are high school graduates. Almost 60
percent are married, and many have children. Approximately one servicemember in six is now
awoman. Separating servicemembers reenter an economy that has changed since 1945 from
one based on manufacturing and agriculture to one dominated by services and information.
Veterans of military service are increasingly rare in the ranks of America's decision-makersin
government, business, labor, academia, and the media. Homeownership and postsecondary
education have become expected attributes of the middle class. However, the relative value of
veterans benefits in these areas has been reduced by enactment of educational assistance and
housing programs available to all Americans, not just veterans.

Benefits and services for current and former members of the Armed Forces must meet
several objectives. Some directly help current and former servicemembers readjust to civilian
life. Some offer mitigation or delayed compensation for the hardships of military duty or for
opportunities lost or deferred when ayoung American accepts the challenges of military duty.
Compensation, treatment, and rehabilitation for injuries or illnesses incurred while on active
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duty, for example, serve to mitigate the effects of military service. In addition, benefits and
services for separating or separated servicemembers serve as an important incentive for
recruiting Americansinto military service and retaining them on active duty. Most benefits and
programs serve all of these goals to some degree, with the emphasis shifting as circumstances
change in the Nation and among the men and women who serve in uniform.

The Commission views our Nation’s military personnel as a unique national resource. In
the 21 century our Nation must fulfill its moral obligation to those who commit themselvesto
our defense and capitalize on our investment in their training and development. To realizethis
vision, Congress must—

¢ Provide transitioning servicemembers with the means and opportunity to succeed in

their civilian lives and to invest their talent and ability in the American economy.

¢ Maeet their needsresulting from the special conditions
of military service.

& Support the Nation’ s ability to raise and maintain In order to prosper,

effective forces. our country must make
Asaguiding principle, the Commission has adopted the maximum use of the

goal that each individual servicemember and veteran should . .
have as much control as possible over decisions affecting his skills, experience, and
or her life. The Department of Veterans Affairs (VA), the character that both
Veterans' Employment and Training Service (VETS) inthe  define veterans of
Department of Labor (DOL), the transition offices of the ilit . d
Department of Defense (DoD), and other organizations mi I_ ary service an
serving veterans and servicemembers exist to meet the equip them, as
individual’s needs, not vice versa. The lines limiting civilians, tobeaunique
organizational jurisdiction and authority should beinvisible .
to the servicemember or veteran crossing them. national resource.

The Commission believes that servicemembers and
veterans themsel ves are ultimately responsible for the success of their transition to civilian life.
The Commission believes that they must have full access to—and the meansto take advantage
of—the opportunities they protect through their service. The common threadsin the
Commission's recommendations are access to opportunity, means to take advantage of
opportunity, and transparent boundaries between organizations implementing the programs
that offer access to, and the means to use, opportunity.

Americawill do the servicemembers and veterans of the century to come no service by
providing them with the finest of benefitsif those benefits are tail ored to the needs of a century
gone by. In order to prosper, our country must make maximum use of the skills, experience,
and character that both define veterans of military service and equip them, as civilians, to be a
unigue national resource. The Federal Government and the Nation, aswell as servicemembers
and veterans, will be the beneficiaries of this report if the Congress accepts the challenges
offered by the changing times and the recommendations formulated by the Commissionin
response to them.
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Commission Work

The Commission created three panels to collect and analyze information relating to
servicemembers and employment issues, veterans' benefits issues, and healthcare. Of course,
each Commissioner was free to participate in the activities and deliberations of every panel.
The Commission conducted 8 hearings with senior officials from DoD, VA, DOL, SBA, and
OPM aswell as public policy institutes and the mortgage banking community. Inaddition, the
Commission conducted 19 informal roundtables with issue experts, program participants,
executive branch personnel, and veterans and military service organizations.

Commission membersvisited 41 military and veteran related sitesin the United States, the
Far East and in Europe and spoke with, and listened to, literally thousands of servicemembers
and veterans. Commission members attended conventions and meetings of veterans service
organizations at the national, state, and local level. The Commission met with, briefed, and
listened to, the leadership of virtually all of the major veterans and military service
organizations.

The Commission established a"blue-ribbon" advisory group of nationally recognized
healthcare experts for advice in formulating its healthcare recommendations. The Healthcare
Advisory Group included two former Congressmen, aformer Surgeon General of the Army
and Chief of Staff of aVA medical center, aformer Commanding General of the Army's
Medical Service Corps, aformer VA Undersecretary of Health, aformer Domestic Policy
Advisor to the President, aformer Director of Public Health for two states, and a former
Deputy Assistant Secretary of Defense for Military Manpower and Personnel Policy.

The Commission also commissioned a study of the barriers to veterans' employment
presented by civilian licensure, certification, and apprenticeship requirements and The Gallup
Organization surveys of servicemembers, recently separated veterans, disabled veterans and
employers.

As aresult of these efforts, the Commission now offers more than 100 recommendations
addressing issues in areas ranging from education and employment to healthcare, economic
equity, and organizational structure.

Education

If employment is the door to a successful transition to civilian life, education will be the
key to employment in the information age. The Commission strongly believes that an
opportunity to obtain the best education for which they qualify isthe most valuable benefit our
Nation can offer the men and women whose military service preserves our liberty.

The Commission is very concerned that current benefits no longer accomplish this goal
because of changesin our Nation since enactment of the visionary Montgomery Gl Bill. Of the
servicemembers who, unlike their non-veteran counterparts, forego $1,200 in pay and sacrifice
years of their livesto earn education benefits, fewer than half are able to further their
education. This gap largely reflects the growing disparity between the education benefit and
college costs after they leave active duty. An effective veterans' education benefit must
respond to the fact that the average price of a college education has quadrupled in the last 20
years, growing nearly twice as fast as inflation.
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The Commission therefore proposes that Congress truly empower veteransto “be all they
can be” by enhancing the Montgomery Gl Bill to create an additional benefit for individuals
who compl ete 48 months of honorable active duty. The enhanced benefit would pay for full
tuition, fees, and books and would also provide a monthly subsistence allowance to attend any
institution of higher learning in Americafor which they qualify. A veteran's ability and
aspirations would then be the only limit to his or her
. post-service education. When veterans are given the
Itis absol Utely unacceptabl € means to pursue the best education for which they
that the unemployment rate  qualify, they will benefit from an increased range of

for newly separated veterans, post-service opportunities for the remainder of their

men and women who are lives.

. . In addition, the Nation will benefit as veterans
dedicated, mature, skilled, return to and graduate from the selective schools from

trained, disciplined, which its future leadership will be drawn. The World
experienced, trus[worthy and War Il Gl Bill has been credited with creating

America s middle class and a generation of leaders
drug free, exceedsthat of who built and sustained a modern and free America.
non-veteransthesame age  The enhanced Montgomery Gl Bill proposed by the
by over 20 percent Commission would ensure that the middle class and
America's leadership continues to include veterans.
This benefit would provide Americans, no matter what their background, with an opportunity
to improve their future through a quality education earned as aresult of military service. Just as
Americas veterans need an education, America needs educated veterans.

At atimewhen our Nation is at risk because the Services areincreasingly not meeting their
recruiting and retention requirements, an enhanced and properly structured education benefit
would be a powerful incentive for high-quality college-bound high school graduates to
consider military service as a path to higher education. This recommendation would increase
the quality as well as the number of men and women attracted to military service. The DoD
Y outh Attitude Tracking Survey confirms that college attendance is a dominant goal for high
school graduates and their parents, and that military serviceisincreasingly viewed as a detour
around college enrollment, not as away to achieveit. Thisis not hard to understand when
Congress appropriates billions of dollars for non-veteran education programs that are available
to any American without enduring the risks and sacrifices inherent in military service. A
veterans' education benefit conditioned on military service must offer a substantial advantage
over programs available to all Americans if the benefit is to influence the decisions of college-
bound high school graduates.

The Commission also recommends allowing servicemembers to transfer this education
entitlement to afamily member, a benefit that would encourage retention of highly qualified
career servicemembers.

In addition, Commission recommendations would improve the current Montgomery Gl
Bill for individuals who enlist for less than 4 years—by increasing the monthly benefit amount
to $600, allowing accelerated payment for costly courses, and repealing the requirement for a
$1,200 pay reduction. The Commission further recommends transforming the role of the State
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Approving Agenciesto include responsibility for outreach and assistance in removing barriers
to the recognition of military training and education. Aswell, the Commission recommends
modernizing the process for periodic verification of continued attendance.

Employment and Training

It is absolutely unacceptable that the unemployment rate for newly separated veterans,
men and women who are dedicated, mature, skilled, trained,
disciplined, experienced, trustworthy and drug free, exceeds — "
that of non-veterans the same age by over 20 percent. The Commission is

The programs and institutions entrusted with the outraged by the fact
responsibility for veterans' employment have failed. The that. accordin gto
almost $200 million committed by the Congress each year for "
veterans employment programsis not well spent. These DOL's 1997 Annual
programs and institutions must be reformed. Report, nine states meet

The Commission notes that only about 300,000 of the2 DQOL perfor mance
million veterans who register with the state employment : :
services obtain employment through the disabled veterans standardswhile pl acing
outreach program specialists or the local veterans fewer than 10 per cent
employment representatives funded by DOL. Accordingto  Of veteran registrants.
DOL's 1997 Annual Report, only 12 percent of veterans who
registered with the Employment Service obtained permanent employment. Fewer than 1
percent of job-seeking veterans receive the case management services (which make asingle
program representative responsible for services from intake through employment) intended for
veterans with barriers to employment. The Commission is outraged by the fact that, according
to DOL's 1997 Annual Report, nine states meet DOL performance standards while placing
fewer than 10 per cent of veteran registrants. The Commission strongly believes that this
performance is an inadequate return on program costs of $157 million per year. The
Commission strongly recommends replacing these programs with restructured services that
would offer two forms of assistance: case management support for veterans with the highest
priority for service and job search skills, employment facilitation and marketing for the great
majority of job-ready transitioning servicemembers. The Commission further recommends
that grants for the restructured services be awarded to local service providers through
competitive bidding, with winning bidders held strictly accountable for satisfying
performance-based outcome measures, such as the number of veterans hired and nature and
duration of employment. To do anything less would perpetuate a failed and expensive system
with exorbitant overhead.

The Commission further recommends that Congress establish effective operational
outcome measures as well for Veterans' Employment and Training Servicein DOL. The
Commission recommends that the Congress determine the feasibility of combining these
programs with veterans' programs administered by VA if these goals are not achieved within 2
years.

Veterans who are newly separated, disabled, or burdened with a barrier to employment
should be given priority, in the Commission’s judgment, for all federally funded employment
and training programs for which they qualify.
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The Commission finds that the transition assistance programs offered to servicemembers
by the military services play acritical role in preparing them for their post-service lives.
However, these programs must be improved and adequately funded. The Commission believes
that a servicemember has earned at least 8 hours devoted to individualized preparation for
civilianlife. The Services currently spend substantially less on transition preparation per
servicemember than the fee for a 3-day Department of Agriculture career transition workshop
for federal civilian employees.

In the Commission’s view, veterans who are disabled as aresult of injuries or illnesses
incurred or aggravated while on active duty represent an absolute obligation for the Nation.
The Commission finds, however, that the program intended to enable these veterans to secure
employment has proven ineffective in achieving this goal. Congress long ago established
employment as the purpose and goal of VA's vocational rehabilitation and counseling program,
but VA hasfailed to implement this direction. With 87 percent of its participants enrolled in
college training, the program gives credibility to critics who argue that it has become little
more than an alternative education benefit. VA has set agoal of a57-percent success rate by
the year 2003. The Commission finds this goal unacceptable. If VA has not made significant
improvements in achieving the program's employment purpose in 2 years, the Commission
recommends that responsibility for delivering program services be opened to full competition
by outside entities.

Believing that veterans represent an unrecognized and underutilized resource for
employers, the Commission recommends an improved, veteran-centered computerized |abor
exchange combined with an identification of barriersto civilian credentialling and certification
of military training and education. The Commission also recommends a systematic marketing
program to inform employers about the opportunities veterans represent. Together, these
recommendations would increase employers' awareness of veterans' skills and the character
attributes they offer, help employers meet their need for highly qualified employees, and
support veterans' efforts to obtain suitable employment promptly.

The Commission recommends as well that DoD, VA, and DOL make veteran-hiring
records a factor when evaluating bidders' proposals for the award of federal contracts. It also
recognizes the obstacles that impede the Federal Government's ability to capitalize on the
skills and experience of retired Regular officers. It recommends repeal of the current
requirement for areduction in retirement pay when aretired Regular officer accepts federal
civilian employment. In addition to equitable treatment of men and women who devoted their
careersto the Nation' s defense, this change would help the government meet its need for the
skills, knowledge, experience, and ability of retired officersin its operations and commercial
relationships with contractors and consultants.

Healthcare

Healthcare is an important concern for servicemembers, both for themselves and for their
families, when they make the transition from military to civilian life. It becomes a dominant
concern for servicemembers who are ill or disabled when released from active duty.

The men and women who serve, or have served, our Nation in uniform now look to two
separate healthcare systems for their healthcare. The DoD and VA healthcare systems have
combined budgets of over $32 billion. However, resource constraints, changing demographics
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in the military and veteran population, changesin the delivery of healthcare, and other factors
will challenge the ahility of the two systems, as now structured, to meet the healthcare needs of
their beneficiaries in the century to come. The Commission questions whether the two
systems can survive on their current course unless they either receive a dramatic infusion of
additional funding or they are fundamentally restructured. The Commission believes that a
true partnership between the two Departments offers a
mechanism for the necessary restructuring and believes that it

Projections of $62 isabsolutely essential that the cultural and institutional barriers
million in sharing separating the two systems be broken down. The price for a
agreements are failure to act quickly and decisively will be paid by an

. increasing numbers of beneficiaries who will be forced to turn
m_adequat_efor systems elsewhere for their healthcare.

with combined budgets Commission recommendations propose improved medical
exceedi ng $32 billion. coverage for newly separated veterans and their families, for
homeless veterans, for beneficiaries of VA-funded private
sector care, and for military retirees who become eligible for Medicare. The Commission
proposes, for example, that separating servicemembers and their families be offered affordable
healthcare by alowing them to remain enrolled in the DoD TRICARE program during the
transition between military service and civilian employment.

Servicemembers and veterans obtain medical care from both the military healthcare
system and the VA healthcare system. Commission recommendations seek to expand and
improve partnership between the systems and establish an environment fostering increased
efficiency. The Commission believes that neither system can succeed without the other.
Resources will be too constrained for either system to ignore the physical, human, and
intellectual capital available through the other. In the Commission’s view, projections of $62
million in sharing agreements are inadequate for systems with combined budgets exceeding
$32 hillion.

Commission recommendations would increase the opportunities, incentives, and rewards
for increased partnership in the procurement of pharmaceuticals, medical and surgical
supplies, and equipment. VA and DoD currently operate redundant procurement organizations
and thereby unnecessarily increase their overhead costs. They also forego opportunities to
negotiate lower prices by combining their purchasing power. The Commission recommends
that DoD and VA create asingle joint purchasing organization for these products. The
Commission believes this recommendation alone would result in 5-year savings of almost $2
billion and would, therefore, dramatically increase the number of beneficiaries served by the
two Departments.

If the two Departments are to become effective partners, they must be able to freely
exchange comparable and compatible clinical, management, and financial information. To
create information systems that facilitate data exchange, the Commission recommends joint
procurement of future information technology by the two healthcare systems. The
Commission also recommends that the two healthcare systems develop comparable and
compatible cost accounting systems capable of generating financial and management data
necessary for leading a healthcare partnership.
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The Commission recognizes the importance of medical research and education to both
systems and proposes ways to increase the VA/DoD partnership in this area. Research should
be focused on the needs of the beneficiary populations, and the Departments should be able to
reap full economic and public relations benefits when the fruits of their research have
commercial applications.

In addition, to improve the climate for partnership, the Commission recommends
establishing a resource allocation and budgeting process that would allow decision-makers to
take into account the combined resources of the two Departments at every stage. To advance
this goal, the Commission recommends making a single directorate in the Office of
Management and Budget responsible for evaluating both the VA and the DoD healthcare
budgets and combining congressional funding of the two healthcare systemsinto asingle
appropriations subcommittee in each body of Congress. The Commission also proposes that
the leaders of the two healthcare systems be supported by ajoint policy staff.

Commission recommendations would allow the two Departments to treat each other's
beneficiaries on a reimbursable basis and would initiate a process to match the physical
infrastructure of the two systems, considered as a partnership, to projected needs.

To increase convenient access to care that does not require copayments for DoD
beneficiaries and to save DoD money, the Commission also recommends that DoD contracts
for TRICARE recognize VA medical centers as equivalent to military treatment facilities.

Economic Equity

Some important benefits and services for
servicemembers and veterans are intended to protect or
improve their economic condition. Veterans _ShOUI d hav_e TUI |

Savings are avital resource for individuals seekingto  OPPOrtunitiesto participate

take advantage of opportunities or meet unexpected in the American economy

ne_eds. Unlike federal civilia}n employees and many sustained by their service.
private sector workers, servicemembers do not have

access to an employer-sponsored tax-deferred savings

plan. The Commission recommends that servicemembers be allowed to accumulate savings by
participating in the Thrift Savings Plan now available to federal civilian employees. This
opportunity will help servicemembers prepare for the future and enabl e them to take advantage
of opportunities in both military and future civilian life. Authority to invest reenlistment
bonuses in this tax-deferred savings plan would help increase retention of skilled mid-career
military personnel.

Commission recommendations, if enacted, would mandate financial counseling for
servicemembers early in active duty.

To conserve resources and speed up payments of veterans' disability compensation, the
Commission recommends changes in the antiquated, backlogged, redundant systems for
examining and eval uating the disabilities of individuals leaving the service who were injured
or became ill while on active duty. For the short term, the Commission recommends use of a
common physical exam by acombined DoD/V A disability evaluation board. For the long term,




EXECUTIVE SUMMARY

the Commission recommends that the two Departments identify the issuesinvolved in
unifying their separate disability compensation systems and prepare a unification plan,
together with an analysis of the anticipated effects of implementation.

Veterans should have full opportunities to participate in the American economy sustained
by their service. A Commission recommendation would increase opportunities for veterans
who are, or want to become, small business owners. Access to information would be increased
through education programs, an information clearinghouse, and a veterans' business database.
Access to capital would be increased by establishing, within existing Small Business
Administration (SBA) resources for the 7(a) loan program, a direct loan program for veterans
with service-connected disabilities evaluated as 50 percent or more. Access to markets would
be increased by including veterans with service-connected disabilities of 50 percent or morein
the SBA 8(a) business set-aside program and by establishing veteran-owned business
procurement goals for DoD, VA, and DOL.

The Commission recommends eliminating the 2 percent funding fee for VA guaranteed
home loans and using a pilot program to test the effect of requiring lenders to take property
back when guaranteed loan defaults occur. The Commission estimates that VA could save $1.4
billion over 10 years if it had no property management responsibilities. A Commission
recommendation would focus the benefits of VA's home loan guaranty program on
transitioning servicemembers and veterans by limiting future beneficiaries to one use of the
loan guaranty benefit.

Another recommendation would bring consistency to the service that qualifies veterans for
non-service-connected disability pensions by setting an end date for the Persian Gulf War,
which was fought in 1990-1991, and ending designation of the present period as “wartime
service’. A continuing statutory designation of "wartime" service in times of peace demeans
the service of those who serve during times of war.

Organizational Structure

Servicemembers and veterans must now look to governmental organizations rooted in the
past for programs and benefits. When new or modified programs have been devel oped,
responsibility for their administration in many cases has often simply been added to existing
organizational structures, thus avoiding the turbulence that would result from a fundamental
restructuring of government agencies and their responsibilities. This organizational accretion
process ultimately responds to the interests of organizations and bureaucracies, rather than the
needs of beneficiaries. A focus on beneficiaries would change organizational configuration
fundamentally, even if those changes mean consolidating programs or organizations.

In addition to the organizational changes already proposed, the Commission supports the
modernization effort by VA's Veterans Benefits Administration (VBA). If VBA does not
achievereformsin its processes, information management, and infrastructure, the Commission
recommends establishing an independent VBA Benefits Delivery Commission to address
these needs.

The Commission also recommends improving VA information management by
establishing aformal information business relationship between VA and DoD and creating an
organizational element specifically responsible for managing and coordinating VA and
Defense Manpower Data Center business processes.
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Commission recommendations noted here and earlier would emphasize service to
beneficiaries and tear down some of the bureaucratic boundaries that have arisen over time, but
much more work needs to be done.

Costs

The Commission proposes more than 100 recommendations addressing atotal of 31
separate issues. Many of the recommendations are not budget neutral. Some would entail
significant costs. Nevertheless, the Commission believes that the recommendations are sound
and necessary and should be enacted on their merits. At the same time, the Commission places
ahigh priority onidentifying reformsthat would improve the cost-effectiveness of benefitsand
their administration. Many recommendations propose increased efficiencies that would save
resources. The Commission believes that resources made available through increased
efficiencies should be used to increase the scope and quality of servicesto VA and DoD
beneficiaries.

The successful transition of servicemembersto civilian lifeisessential. Failure to enact the
programs necessary to achieve successful transition would do more than break faith with the
men and women who defend our Nation’s freedom. By creating disincentives to military
service, such afailure would place the freedom of all Americans at risk. The budget surplus
now enjoyed by the Nation was made possible in part by America's servicemembers and
veterans. The Commission believesthat it is appropriate, and in the financial and moral interest
of the Nation, to use some of those funds to ensure servicemembers and veterans successful
transitionsto civilian life.

Conclusion

The Commission believesthat enactment of its recommendations will serve theinterests of
the men and women in our Armed Forces, our country, and the taxpayers. If our Nation isto
keep faith with the men and women who defend our freedom, the status quo must change.

These recommendations would improve servicemembers' transition and readjustment to
civilian life and increase their opportunities to succeed in civilian life. Commission
recommendations are not intended simply to solve immediate problems. The Commission
instead proposes to transform fundamentally the nature of the benefits and services offered and
to institutionalize reforms in their delivery.

The recommendations would serve the Nation’s interests by capitalizing on the unique
economic and human resource that former servicemembers represent and by increasing
efficiency in use of the scarce taxpayer dollars available for servicemember and veteran
programs.

At the same time, by making military service more attractive, the Commission believes
that adoption of these recommendations would help the Services attract and retain the
individuals of high caliber needed to preserve peace and, if necessary, to fight and win the
Nation'swars.
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. Page
Recommendation Nun?ber
I. EDUCATION 19
1.a. Enhance the Montgomery GI Bill (MGIB) 21
¢ Amend the MGIB by providing a separate benefit for individuals who enlist or reenlist
for a minimum of 48 months to:
o Pay dligible veterans full tuition, fees, books, and supplies + $400 per month for up
to 36 months. Indexes for inflation and includes non-institutional training.
o Eliminate $1200 pay reduction (no refunds). 27
o Allow the Services discretionary authority to the transfer the benefit to a family
member.
o Allow the servicemember 10 years from separation to use benefit.
o Exempt subsistence from counting as income for purposes of loan eligibility.
¢ Amend the MGIB for those who serve(d) for 24 or 36 months to:
o Eliminate the $1200 payroll reduction (no refunds).
o Increase the monthly stipend to $600. 29
o Allow accelerated lump sum payments.
o Allow VEAP participantsto elect MGIB if they were on active duty October 9, 1996
and pay $1200.
¢ Encourage the Servicesto allow servicemembers to take education leave from active 8
duty.
1.b. Reengineer Approval Process for VA-Funded Education Programs 30
¢ Allow veteransto take courses from approved commercial businesses as well as 32
educational institutions.
¢ Permit education benefits to be payable for courses at institutions accredited by regional,
professional or trade accreditation bodies without additional approval by State 32
Approving Authorities (SAA) if courses already approved by accreditation bodies. SAAs
to retain discretionary authority ad hoc oversight/review.
¢ Require SAA approval of non-accredited courses. 32
¢ Redirect SAA mission to assist in removing state credentialing and licensure
requirements for veterans and to promote on-the-job (OJT) programs for MGIB and 32
Vocational Rehabilitation & Counseling (VR& C) participants.
¢ VA determine SAA reimbursement criteria and new performance/outcome standards. 32
I.c. Streamline Monthly Certification for MGIB Participants 33
¢ VA implement modern electronic methods for enrollment verification. 35
¢ VA conduct pilot to verify enrollment on a periodic basis, vice monthly basis. 35
II. EMPLOYMENT AND TRAINING 36
Il.a. Improve Servicemembers’ Transition Programs and Services 38
¢ Increase DoD TAP funding to provide 8 hours of individualized transition assistancein a7

addition to preseparation counseling and group workshops.




47

¢ Extend timeframeto start transition assistance — 1 year for separatees, 2 yearsfor retirees.
¢ With the exception of service-connected disability, make preseparation counseling 47
optional for those who do no complete 180 days of active duty.
¢ Restrict extratransition benefits to those involuntarily separated for force management a7
reasons vice all involuntary separatees.
¢ Amend legislation to mandate that VA provide outreach services to servicemembers as a7
part of VA'stransition program.
¢ Require VA to establish and maintain transition assistance offices on military 47
installations overseas.
¢ Amend legidation to add “military installations’ as an example of places where VA may 48
station counseling and outreach personnel.
¢ Incorporate transition planning into DoD career life cycle. 48
¢ |Improve VA use of technology to provide benefit information. 48
¢ |Improve DoD’s VMET and distribute electronically at member request. 43
¢ Provideinternet-accessible, automated, interactive transition assistance platforms aboard 48
ships and in remote and isolated areas.
¢ UseDol’sautomated America s Career Center Kit platform to provide employment- 48
related information.
¢ Track transition program usage and outcomes in an interagency, coordinated manner. 48
I1.b. Reengineer Employment Assistance Services for Veterans 49
¢ Make veterans with service-connected disabilities, employment barriers and recently
separated veterans, apriority in ALL Federally funded employment and training 58
programs.
¢ Establish new Veterans' Case Manager (VCM) and Veterans' Employment Facilitator 58
(VEF) programs to replace DVOP and LVER programs.
¢ Compete VCM and VEF services. 59
¢ Establish clear outcome measures for the VCM program. 59
¢ Revise existing reporting requirements. 59
¢ Require VA to incorporate these same employment outcome measures into performance 59
measurement standards for the VR& C programs.
¢ Establish clear outcome measures for the VEF program. 59
¢ Require VR& C to use the competitively awarded VCM services. 59
¢ Require DOL to resolve discrepancies between BLS biennial reportsand VETS' ETA- 59
9002 Report.
Il.c. Market Veterans to Employers 60
¢ Establish apresidentially appointed Veterans' Employment Network to raise awareness, 62
facilitate employment, and direct and coordinate marketing initiatives.
I1.d. Target Electronic Employment Assistance 63
¢ Require DOL to work with DoD and VA to design and maintain a customized, separate
Veterans and Servicemembers Internet Site (VASIS) for servicemembers, veterans, and 67
employers on DOL's electronic platform.
¢ Have Departments market VASIS and train service providers. 67




Il.e. Identify Credentialing Barriers and Opportunities

68

¢ Require DaD to:
o Keep servicemembers informed of licensure, certification, and apprenticeship
requirements throughout career.

o Stay abreast of civilian credentialing standards and update military occupational
crosswalk.

o Determine the military occupations for which it is feasible to meet civilian
credentialing requirements.

o Modify the VMET document (DD Form 2586) to reflect activities relevant to
certification, licensure, and apprenticeship.

o Fund DANTES to ensure continuing credentialing opportunities.

73

¢ Require DOL to:
o Increase electronic information available on America’ s Learning Exchange (ALX)
regarding credentialing requirements.
o Increase private sector awareness of military apprenticeship training.

o Work with DoD and VA to determine the extent to which credentialing requirements
present employment barriers.

73

¢ Require DoD and DOL to:
o Formalize and maintain the Joint Apprenticeship Steering Committee.
o Provide civilian credentialing boards with information about VMET document.

74

I1.f. Increase Access to Federal Veterans’ Training Programs

74

¢ Congress appropriate sufficient funds to enable viable national veterans' training
program.

77

¢ Revisefunding process to ensure that all eligible veterans have access on an essentially
first-come, first-served basis. Competitively select executive agent to administer
program.

78

I1.g. Provide Incentives for Federal Contractors to Hire Veterans

78

¢ Mandate that procurement solicitations issued by DoD, VA, or DOL require offerors to:
o Describe their program for hiring and promoting qualified eligible veterans for
purposes of evaluating past performance, and
o Commit to hiring eligible veterans as a specific percentage of the workforce as a part
of the subcontracting plan.

80

¢ Require additional evaluation credit be based on the likelihood of meeting the
subcontracting goal.

81

¢ Require Agenciesto reject proposals that do not include an acceptable subcontracting
plan.

81

¢ Amend current affirmative action requirements in titfe 38 to substitute "recently
separated veterans’ for “Vietham-eraveterans’ and “disabled veterans’ for “ special
disabled veterans.”

81

I1.h. Improve Effectiveness of Administration and Oversight of Veterans’ Employ-
ment and Training Programs

81

¢ Direct GAO toimmediately conduct an organizational and programmatic audit of DOL/
VETS to ensure the baseline for measuring agency’ s effectiveness.

87




¢ Congressand DOL agree within 90 days of enactment on desired improvements and

appropriate outcome measures. 87
¢ Rescind residency requirement for Directors and Assistant Directors of Veterans g7
Employment and Training.
¢ Direct GAO to follow up in 24 months to determine:
o DOL/VETS success, and g7
o thefeasibility and desirability of consolidating administration of DOL/VETS and
VA’'s VR& C employment and training programs.
¢ Consolidate DOL/VETS and VA's VR& C Service if GAO audit determines inadequate
progress towards goals and that consolidation of program administration would be 87
feasible and desirable.
I1.i. Improve Effectiveness of VA’s Vocational Rehabilitation Program 88
¢ Give VA two yearsto demonstrate significant improvementsin the VR& C program. If 92
not significantly improved, then the service should be open to full competition.
¢ Give VA six months to establish baseline date and devel op strategic plans for 92
improvement.
¢ Expect VA report demonstrable improvement specified areas. 92
I1.j. Eliminate Disincentives and Restrictions for Retired Members of the Uni- 93
formed Services to obtain Federal Civilian Employment
¢ Allow payment of Federal civilian service salaries to retired members without reduction %
in retired or retainer pay.
¢ Eliminate the restriction that prevents DoD from hiring retired servicemembers prior to %
180 days from separation.
¢ Deem August 5, 1964 through May 7,1975 as a period of war for the purpose of civil %
service leave accrual.
¢ Authorize veterans to have a“computed age” for determining maximum age limitations %
with respect to law enforcement and firefighter occupations.
¢ That Congress hold hearings to consider:
o Modifying other Federal employment disincentives or restrictions. 96
o Creating new incentives to encourage Federal employment.
I11. HEALTHCARE 98
I1l.a. Provide Transition Healthcare for Recently Separated Servicemembers and 100
Their Families
¢ Require DoD to offer continued enrollment in TRICARE to separatees and their families
for 18 months to:
o Provide coverage for 120 days with DoD paying 80/90% (individual/family) of 102
premium.
o Offer option for additional 14 months to continue enrollment at separatee’ scost NTE
102% of premium based on the TRICARE general risk pool.
I11.b. Provide Healthcare for Medicare-Eligible Beneficiaries 103
¢ Support FEHBP test for Medicare-eligible military retirees and their eligible family 106
members as established in FY 99 Defense Authorization Act.
¢ Support the ongoing test of Medicare subvention. 106




¢ DoD investigate the option of providing Medigap insurance for Medicare-eligible

retirees. 106
I1l.c. Use Combined Purchasing Power for Medical Products 107
¢ Require DoD and VA to establish asingle joint DoD/V A procurement office to purchase 110
pharmaceuticals, as well as medical/surgical supplies and equipment.
¢ Require DoD and VA develop aclinically based joint formulary within one year. 110
¢ Require medical and surgical supplies be assigned universal product numbers. 110
I1l.d. Leverage Information Technology (IT) for a Closer DoD/VA Partnership 111
¢ RequireDaoD and VA to ensurejoint IT system replacements and enhancements in the 113
future and maximize commercial-off-the-shelf technology.
¢ RequireDoD and VA to jointly offer asingle solicitation for replacement of DoD’s and 113
VA'slegacy medical systems with integrated and interoperable systems.
[1l.e. Improve Cost Accounting to Improve Resource Utilization 114
¢ Require DoD and VA to take immediate steps to ensure that data from information 115
systems are comparable and compatible.
¢ Regquire DoD’sand VA’s future cost accounting data to be comparable and compatible. 115
I11.f Increase VA Use of DoD’s TRICARE for Selected VA Medical Services 116
¢ Direct DoD and VA to conduct a pilot program testing the provision of VA fee-basis care 118
under TRICARE contracts, with the costs of VA patients borne by VA.
¢ Expand the care options for CHAMPV A beneficiaries by using the TRICARE contract 118
with the costs of VA patients borne by VA.
I11.g Coordinate DoD and VA Medical Research 119
¢ Maintain DoD and VA research capacity. 121
¢ Establish ajoint cooperative integrated research agenda through a combined DoD/VA 121
research committee that meets at least annually.
¢ Direct DoD and VA to ensure public awareness of the benefits of their research and to 121
increase efforts to realize afinancial return from their research accomplishments.
I11.h Deliver Cost-Effective Services to Homeless Veterans 122
¢ Amend VA's Grant Per Diem program for the homeless to allow:
o In-kind goods and services to count against matching requirements for grants for 125
operational expenses, and
o Funding for existing, as well as new programs.
¢ Increase funding for the Grant Per Diem program to approach $50M annually by FY 00. 125
¢ Direct VA to channel asignificant portion of savings from closure of acute care beds to 125
community-based residential treatment of homeless veterans.
¢ Urge VA to employ its enhanced-use lease authority to support community-based 125
residential care for homeless veterans.
¢ Reauthorize DOL’s Homeless Veterans Reintegration Projects program beyond FY 99 125
and appropriate funding at the $10M authorized level.
I11.i Review How DoD and VA Conduct Graduate Medical Education (GME) 125
¢ Require acomprehensive review of funding provided to teaching hospitals from
Medicare GME and indirect medical education and DoD/VA GME programs to identify 128

opportunities for coordinating and streamlining Federal subsidies to these teaching
hospitals.




¢ Require acomprehensive review of DoD/VA GME collaboration to determine if

i . . 128
opportunities for greater collaboration exist.
IV. ECONOMIC EQUITY 129
IV.a Refocus the VA’s Housing Program Towards Veterans in Transition 130
¢ Limit VA home loan guaranty to asingle use for person entering active duty on or after 134
the effective date of legislation, except for refinancing.
¢ Make Reservists home loan guaranty eligibility permanent and direct DoD to provide 134
easy-to-understand documentation of this eligibility.
¢ Eliminate the two-percent funding fee for those entering active duty on or after effective 134
date of legidation.
¢ Establish atwo-year pilot program in one or more geographic areas to determine the
effect of limiting VA's obligation under the guaranty to paying a claim, with lenders 134
responsible for disposing of foreclosed property.
IV.b Allow Servicemembers to Participate in Federal Thrift Savings Plan 135
¢ Permit servicemembers to make tax-deferred contributions up to 5% of their basic pay
and all or any part of enlistment or reenlistment bonuses to the Federal Thrift Savings 137
Plan.
IV. ¢ Streamline Disability Physical Evaluation Process 138
¢ DoD and VA identify and analyze issues necessary to consolidate the two disability 143
compensation systems and within one year, propose an implementation plan.
¢ Establish acombined DoD/V A Disability Evaluation Rating Board to make dual rating 143
determinations at time and point of discharge.
¢ DoD and VA coordinate so that VA can assign disability-claims decision makers at
separation points, including overseas, serving the largest possible number of separatees/ 143
retirees.
IV. d Enhance Economic Opportunity through Entrepreneurship 144
¢ Establish aveterans' program within the VA's Office of Small and Disadvantaged
Business Utilization in VA that would include:
o Accessto Information: information clearinghouse, pre-business education, and a
veterans' business database. 148
o Accessto Capital: loans for service-connected disabled veterans and loans for
veteran-owned businesses.
o Accessto Markets: disabled Veteransin SBA's 8(a) program (50%-+ disability),
veteran-owned business federal procurement goal, veteran entrepreneur outreach.
IV.e Foster Personal Financial Management Skills for Servicemembers 150
¢ DoD require the Services to provide personal financial management counseling to all
military personnel within the first 180 days of service and require attendance annually, at 151
follow-up session for the first four years of service. Encourage spouse attendance and
provide information electronically. Instructors must be certified.
IV.f Terminate the Persian Gulf War for Veterans’ Benefits Purposes 152
¢ Enact legislation to declare Feb. 28, 1993 (two years after end of hostilities) as the ending
date of Persian Gulf War. Those who previously filed claims for benefits which require 153

wartime service would continue to be eligible for benefits awarded as a result of those
claims.




V. ORGANIZATIONAL STRUCTURES

154

V. a Restructure Budget, Appropriations, and DoD/VA Policy Processes to

Increase Healthcare Delivery 156
¢ OMB place DoD and VA analysts under single Program Associate Director. 163
¢ Unify funding responsibility for DoD and VA medical under the jurisdiction of one 163

Appropriations Subcommittee.
¢ Require DoD and VA to establish a unified, joint healthcare policy staff. 163
¢ Change dligihility criteria so beneficiaries can receive care from either the DoD or VA 163
system with reimbursement provided for that care.
¢ Commission astudy to review the DoD/V A healthcare delivery systems, on a geographic
basis, the availability of joint operations and physical infrastructure of the two 163
departments.
¢ |f study warrants, establish a commission to examine the operations and infrastructure
needs of the DoD and VA healthcare delivery systems. In conjunction with national
healthcare resources, retain the ability to respond to the medical needs of a worst-case 163
wartime contingency. Make recommendations to President who would reject or forward
to Congress for acceptance or rejection in total.
¢ Require DoD, when renewing TRICARE contracts, to recognize appropriate VA medical
Centers as medical treatment facility equivalents for those VA medical centers that can 164
treat TRICARE patients at or below the cost of equivalent care in non-government
facilities without detriment to care for veterans.
¢ RequireVA and DoD to review region and veterans integrated service networks (VISN's) 164
boundaries to make them congruent.
V.b Modernize VBA'’s Benefits Delivery Processes and Infrastructure 165
¢ Implement appropriate provisions of the National Academy of Public Administration 168
(NAPA) and the Veterans' Claims Adjudication Commission reports.

¢ Congressand VA jointly agree on desired process, information management, and
infrastructure outcomes for VBA’sreform process. Require VBA to provide regular 168
progress reports.

¢ Charter an independent VBA Benefits Delivery Commission if agreed-upon outcomes 168
have not been achieved after 24 months.

V.c Coordinate VA and DoD Information Management to Improve Service 170
¢ Require VA and DoD to establish a formal information business relationship to 172

encompass all aspects of information exchange.
¢ Require VA and DoD to create an organizational element within the Defense Manpower
Data Center (DMDC) to manage and coordinate VA and DMDC information 172

Mmanagement business processes.
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OVERVIEW

The overarching goal of the Congressional Commission on Servicemembers and Veterans'
Transition Assistance (the Commission) isto ensure that veterans of military servicein the
next century have the means to create successin life for themselves when their service
concludes.

In an information economy, education is the key to achieving that goal. To achieve
successful transitions, veterans of the 21t century must have access to high-quality education.
If suitable employment marks a successful transition, education is the key to obtaining a good
job.

This goal coincides exactly with the requirements of the Armed Forces. To defend the
country in the 21st century, the Armed Forces must recruit large numbers of high-quality high
school graduates of college caliber.

The chief vehicle for accomplishing these goals is the Montgomery GI Bill (MGIB), a
direct descendent of the great World War |l Gl Bill that helped transform the Nation. In
enacting the MGIB, afarsighted Congress under the inspired leadership of veterans
champions like Congressman G.V. “Sonny” Montgomery severed the link between wartime
service and education benefits. This action acknowledged
T hi esstul that in the 21t century an education benefit is not mitigation

0 a(? _|eve suce u for the rigors of war, but an essential tool that enables
transitions, veterans of  veterans to provide for the future in times of peace.

the 21 century must If the MGIB isto be judged a success in the future as

have access to high- well asin the past, the evidence must show that veterans are
. . currently obtaining post-secondary education. The evidence

qual Ity education. must show that the military services are currently recruiting

the high- quality high school graduates they need. The
evidence must show that the Nation has enhanced its competitiveness by taking full advantage
of the unique national resource represented by the self-disciplined, goal-oriented, steadfast
team players devel oped through military service. The evidence must show that the leadership
circles of government, academia, business, labor, and media are enhanced by the presence of
veterans in their ranks.

Much has changed, however, since the monumental |egislative achievement represented
by enactment of the MGIB. The Cold War has ended and with it, the motivation of an obvious
and direct threat to national security. However, although military forces have been reduced by
one-third since the collapse of the Berlin Wall, deployments have actualy tripled. The
economy is booming and military recruiters compete with civilian employersin a very tight
job market.




CHAPTER |: EDUCATION

As aresult, the Services are having an increasingly difficult time meeting their recruiting
goals. The Army and Navy missed their recruiting goals for fiscal year (FY) 1998. The Gl
Bill, asit is currently structured, can no longer compete successfully with other federal
education assistance programs to attract America' s college-bound youth, nor does it compete
with employers for high school graduates seeking to enter the job market. Surveys of high
school graduates and their parents reveal that military serviceis perceived as a detour around
higher education, rather than as a pathway to campus.

Evidence also shows that although almost all recruits sign up for the Gl Bill and
demonstrate their commitment to education by accepting a $1,200 reduction in their pay, fewer
than 50 percent of veterans actually use Gl Bill education benefits. If the purpose of the GI
Bill isto get veterans into schoal, it is not accomplishing the task.

As a consequence of this factor and others, veterans are increasingly rare in the ranks of
the Nation’ s |eadership—in Congress, in the executive branch, in business, in the professions,
and in the media. The Nation suffers when decisions with military implications are made
without input from people with military experience. The Nation sufferswhen it isunableto
take advantage of the unique national resource represented by veterans. The Nation's leaders
daily make decisions on foreign policy, military operations, and even war and peace. If these
decisions are to be made and influenced by people who know what military service and
operations entail, then the graduates of the schools from which the leadership of government,
academia, media, business, the professions, and labor are drawn must include veterans.

These are the difficulties the Nation faces. If they are to be met, changes must be made.
The MGIB of the future must —

¢ Provide veterans with access to post-secondary education that they use.

¢ Assist the Armed Forces in recruiting the high-quality high school graduates needed.

¢ Enhance the Nation's competitiveness by further educating American veterans, a

population that is already self-disciplined, goal-oriented and steadfast.

¢ Attract the kind of servicemembers who will go on to occupy leadership positionsin

government and the private sector.

The Commission intends to build on the actions of the visionaries who crafted the MGIB
by proposing dramatic improvements in veterans' education programs. Improving the MGIB
would fulfill the goals of those who have gone before, to the benefit of the Nation, the military
services and, most importantly, to the benefit of the young men and women who assume the
awesome responsibility of defending liberty.
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ISSUE |.A - ENHANCE THE MONTGOMERY GI BILL

What is the adequacy and effectiveness of the All-Volunteer Force Educational Assistance
Program and what is the program’ srole in the 21 century?

DISCUSSION

Background

The World War |1 GI Bill education program offered returning soldiers payment of tuition,
fees, books, and supplies, along with aliving stipend at the educational institution of the
veteran' schoice. Known asthe MGIB, the current educational assistance availableto veterans
of the all-volunteer force pays afixed monthly benefit of $528 for full-time enrollment and
reguires a deduction from servicemembers pay of $1,200 to be eligible for the benefit. The
Commission’sreview of the legislative history of the Montgomery G. |. Bill demonstrates that
H. R. 1400, the proposed Veterans' Educational Assistance Act of 1981 asintroduced by Mr.
Montgomery on January 28, 1981, did not include — or contemplate in any way — a pay
reduction on the part of the servicemember as an eligibility requirement.

The Commission reviewed the legislative history of each of these educational assistance
programs. Various forms of abuse of the WWII education program occurred at some
institutionsin large part because institutions billed VA directly for tuition, fees, books, and
supplies of its veteran-students. Thus congressional enactment of subsequent veterans
educational assistance programs did not pay the veteran’s tuition directly to the institution.
The Commission believes that reductionsin the value of the benefit were based on problemsin
the administrative delivery process, not on the belief that veterans were | ess-than-deserving of
accessing higher education through VA payment of tuition and provision of a monthly
subsistence allowance. The Commission believes that abuse will be less likely in the next
century because of the smaller number of eligible veterans (compared to the post-World War 11
demobilization) and the standards and safeguards that have been enacted since the World War
Il GI Bill. The MGIB does not pay tuition, fees, books, or supplies— nor did the Korean,
Vietnam-era, or post-Vietnam era Gl education programs provide such assistance.

The Commission notes that a servicemember’s pursuit of off-duty education and training
opportunities can begin while on active duty through the tuition assistance program of the
Department of Defense (DoD).

Dramatic Changes Since Enactment of the MGIB

Dramatic changes have occurred in the international, military, economic, and social
environmentsin the 14 years since enactment of the MGIB in 1984. The number of uniformed
military personnel has been reduced from 2.174 millionin FY 1987 to 1.422 million in 1998.1
Although reduced in size, America's Armed Forces continue to conduct operations and
deployments at arapid pace. Extended deployments and unaccompanied tours in locations

1 Military Srength Report, News Release No. 474-98. September 11, 1998.
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like Bosniaand Somalia often involve significant hardships.2 Many potential recruitsand their
parents do not view assignments of thistype as reasons to enlist, even if they entail a purely
peacekeeping role.3 At the same time, unemployment is at a 28-year low,* giving
servicemembers and potential recruits attractive alternatives to military service.

The combination of the Armed Forces' reduced size and increased numbers of missions
requires motivated and highly capable servicemembers,5 but it has become increasingly
difficult for the Servicesto recruit and retain the servicemembers they need.

According to the Christian Science Monitor, “Five of the Army’s 10 combat divisions lack
enough majors, captains, noncommissioned officers, tankers, and gunners, according to a
March 20 [1998] report by the General Accounting Office. Such problems have ‘ degraded
[the] capability and readiness’ of these contingents, which must reinforce troops fighting afirst
major regional war.”6

Analysis

A New Approach for the 21st Century: Build on the Wisdom and Foresight of
G.V. Montgomery

The current MGIB pays afixed monthly benefit. The Commission believesthat enhancing
the MGIB to include payment for veteran students’ tuition, books, and fees, plus a $400
monthly subsistence allowance and elimination of the $1,200 pay reduction will be necessary
if the benefit isto achieve its goals of recruiting individuals into the Services and assisting in
their subsequent readjustment to civilian life.

Testimony the Commission received supports the thesis that an enhanced education benefit
would assist in (1) recruiting and retaining highly qualified personnel for the All-Volunteer
Force, (2) helping members of the Armed Forces to readjust civilian life, and (3) including
former servicemembers/veterans in the ranks from which America' s leadership is drawn.

Recruiting

Most college-bound youth and their parents now see military service as a detour from their
college plans. The propensity of youth to enlist in the Army has dropped 31 percent even after
the success of Desert Storm.”

2. J. Eric Fredland et al., Professionals on the Front Line—Two Decades of the All-Volunteer Force (Washing-
ton: Brassey's, 1996), pp. 286-287.

3. Defense Manpower Data Center, Youth Attitudes Toward Military Service in the Post Cold-War Era:
Selected Papers Presented at the International Military Testing Association DMDC Report No. 97-001(San
Antonio, Texas, 1996), p. A-4.

4. Honorable Al Borrego, Assistant Secretary of Labor for Veterans' Employment and Training, Executive
Session of the Commission on Servicemembers and Veterans Transition Assistance, September 22, 1998.

5 Fredland et. d., p. 275.

6. Jonathan S. Landay, “Signs of Erosion In U.S. Military Readiness: Memo to Army Chief of Staff Warns
That Long-Term Ability To Defend Is Under Threat,” Christian Science Monitor, September 16, 1998, p.
2.

7. Fredland et. d., p. 64.
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The 1995 Youth Attitude Tracking Study (YATS), an annual survey of 10,000 men and
women aged 16 to 24 sponsored by DoD to provide a reliable measure of trendsin propensity
for military service, found that youth with college aspirations did not want to enlist in the
military.8

YATS found that young Americans place a high priority on attaining a college education
and are inclined to move directly from high school to post
secondary education without taking time out for military service.
Most college-bound Today, high school graduates qualify for financial aid without any
youth and their national service, and therefore do not need to enlist in the Armed

Forces to finance an education. The Department of Education’s FY
paren'_[s seea to_ur 1999 budget request proposes $51 hillion ® in total student financial
of military service  4id to provide grant, loan, and work-study opportunities to more
as a detour from than 8.8 million students. In comparison with other financial aid

; (Stafford Loans, Pell Grants, tax-deferred college savings plans, so
therr coll €ge p| ans, called “529" trusts,10 state grants, and private scholarships), the
not as a way to amount available under the MGIB is not enough to compensate
achieve that goal youth for the time spent and risk involved in military service.
Thus, for many middle-class youth, the MGIB at its current level is
not a sufficient incentive to enlist. Most college-bound youth and their parents see a tour of
military service as adetour from their college plans, not as away to achievethat goal.11 12 The
high school graduates the military wants to recruit are choosing to go to college instead. The
1997 YATS confirmed the earlier 1995 YATS findings that the percentage of youth who will
“definitely” or “probably” enter the Service continues to decline. 13

Today, the Services face increasing difficulties in meeting their recruiting goals.
Chairman of the Joint Chiefs of Staff General Henry H. Shelton’s September 29, 1998,
testimony to the Senate Armed Services Committee isinstructive: "...the good news of the
Nation’s continuing strong economy has been bad news for our recruiting and retention as we
have struggled to attract bright young people....”4 The Army fell short of its FY 1998
recruiting goals.’®> The Navy missed its annual recruiting goal by about 6,892.16 The Coast
Guard was using “kickers’ for the first time in an attempt to meet its recruiting goals.’” The

8. Defense Manpower Data Center (DMDC), Youth Attitudes Toward Military Service in the Post-Cold War
Era; Selected Papers Presented at the International Military Testing Association, p. A-5.

9. Department of Education, Summary of the FY 1999 Budget, http://www.ed.gov/offices OUS/
Budget99/Budget Sum/pages/sum-I.html, p. 8.

10. “New Savings Plans Help Pay for College,” USA Today, August 26, 1998, p. 3B. These accounts, called
savingstrusts or 529 plans after the section of the federal tax code that allows them, are sponsored by states
and run by big money management firms.

11. DMDC, Youth Attitudes Toward Military Service in the Post-Cold, pp. A-4, A-5, and A-6.

12. Tom Philpott, “Interest in Military Service Wanes,” Proceedings [of the Naval Institute,] September 1997,
p. 122.

13. DMDC, June 11,1998, p. xii., Youth Attitude Tracking Sudy 1997: Propensity and Advertising Report

14. Hearing on the Status of U.S. Military Forces, U. S. Senate Committee on Armed Services, September 29,
1998.

15. LTC Mack Gorgan, Recruiting Information, (e-mail) July 16, 1998.

16. Admiral Jay L. Johnson, Chief of Naval Operations, Hearing on the Status of U. S. Military Forces, U. S.
Senate Committee on Armed Services, September 29, 1998, p. 19.
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Air Force experienced difficulty in recruiting a strong economy.® Each of the Armed
Services acknowledges that the existence of the MGIB benefit isthe principal enticement for
recruiting new service personnel .19 20 However, recruiting shortfalls indicate that the benefit
should be enhanced if it isto successfully assist the Servicesin recruiting the young men and
women that they will need in the next century.

The Joint Chiefs of Staff believe arejuvenated Gl bill would help recruitment. At the
September 29t hearing of the Senate Armed Services Committee, each of the Joint Chiefs
responded positively when Senator Max Cleland asked if arejuvenated Gl Bill would help
recruitment.

The college premium is rising. The Commission notes that the college premium, defined
as the percentage difference between the average real wage of afour-year college graduate and
that of a high school graduate, rose from 40 percent in 1979 to 65 percent in 1995. Thistrend
suggests that for military service to remain a competitive option for high school graduates
making plans for their future, the MGIB must provide sufficient benefits to encourage
individuals to delay their college plansin favor of active-duty military service.2

Retention

The Services also report increased difficulty in retaining and re-enlisting men and women
who are already on active duty. The Navy has not met its goal for either first or second term
reenlistments since 1992 and the Air Force did not meet its goal for 1998.22 The Services have
expressed concern that an improved education benefit might have an adverse affect on
retention because it would provide an incentive to leave active duty in order to use the benefit.
The Commission believes that this effect would not only be offset by aprovision allowing a
servicemember to transfer his or her education benefit entitlement to afamily member but
would also enhance retention.

Readjustment

Participation inthe MGIB islow and lags behind the Vietnam-era Gl Bill. Through FY
1997, some 13 years after the 1984 enactment of the MGIB, 48.7 percent of eligible
beneficiaries used the MGIB.23 From 1987 through 1997, VA reported a 37.3 percent
participation rate. Vietham-era Gl Bill usage for the first 10 years (June 1966 to June 1976)
was 63.6 percent.4

17. Captain Percy O. Norwood, Jr., Director, Coast Guard Recruiting Center, Commission’s Accession and
Recruiting Roundtable, January 14, 1998.

18. Department of the Air Force, Air Force Recruiting Service, Basic Military Training FY 96 Survey Report,
Randolph AFB, Texas, p. ii.

19. Education Roundtable Summary, Program Managers Subpanel, October 15, 1997.

20. Executive Summary, Roundtable Report on Accession and Recruiting, January 14, 1998.

21 Assistant Secretary of Defense (Force Management Policy), Biennial Report to Congress on the Montgom-
ery Gl Bill Education Benefits Program, May 20, 1998, p. 8.

22. Office of the Secretary of Defense (P& R), LtCol Earle, Recruiting and Retention, October 23, 1998.

23. Veterans Benefits Administration, Education Service, MGIB Enrollment and Usage Data, September 12,
1998.

24. \eterans Administration Information Bulletin 04-77-1, Appendix B, Table 13, June 1976, pp. 52 and 57.




CHAPTER |: EDUCATION

Tuition costs have risen well above the average rate of inflation since 1980. From 1980 to
1995 average tuition and fees at public and private institutions rose 92 percent and 90 percent,
respectively.?> The GI Bill benefit did not increase at all from 1980 to 1985. From its
inception in 1985 to 1995, MGIB rates increased 42 percent.28 Further, during the school year
1995-1996, the MGIB covered only 36 percent of total costs and 65 percent of tuition and fees
at average four-year colleges.2’” The adverse ratio between the cost of higher education and the
benefits available to pay for it may be one reason why veterans are not using the benefit that
they invested $1,200 to obtain.

Servicemembers and veterans want greater purchasing power in the MGIB. Payment of
the current benefit at afixed monthly rate constrains veterans and servicemembers desiring to
enroll in short-term career-focused technical courses. This constraint is especially acute if the
cost of the course dramatically exceeds the benefits payabl e for the few months' duration of the
course, even when the total amount of entitlement available to the veteran exceeds the cost.

Benefits to Society

An enhanced MGIB could close the college education gap between rich and poor
servicemembers. The World War |1 Gl Bill increased the country’s social mobility by giving
all veterans, rich and poor, access to higher education. However, a study commissioned by the
U.S. Department of Education reported that family income is today a better predictor of
college attendance than intelligence. 2 An enhanced MGIB could help close the college
education gap between rich and poor by giving all high school graduates who serve their
country in uniform for 4 years an opportunity to earn access to the highest quality post
secondary education for which they qualify.

Fewer than 20 percent of those who use the MGIB attend private institutions. An
enhanced M GIB would open the doors to those most select schoolsin Americato the Nation's
most deserving men and women who have served their country. Veterans canill afford to
attend expensive private institutions if that istheir desire. None of the top 70 institutions that
enroll the most veteransis a private institution.2®

Payment of tuition improves participation. Of the top 50 institutions in terms of veteran
enrollment, those ranking 319, 14th, and 21 arein Illinois, a state that pays a substantial part of
veterans' tuition at state schools.3® The Commission applauds such state policies; however, the
Commission views the education and training of its military veterans as a uniquely federal
obligation. The Commission believes an MGIB that would pay tuition could have asimilar
effect nationwide.

25. National Center of Education Statistics, Digest of Education Statistics, The Condition of Education 1997/
Supplemental, Table 12-3.

2. Veterans Benefits Administration, Education Service, Strategic Review, 1997, p. 26.

21. Assistant Secretary of Defense (Force Management Policy), Biennial Report to Congress on the Montgom-
ery Gl Bill Education Benefits Program, May 1998, p. 9.

28. U.S. Department of Education, Factors Relating to College Enrollment: Final Report, 1998, p. 45.

29. Department of Veterans Affairs, Education Service, printout of VA Student, School, State Data, 1998, pp 1-
4.

30. |bid.
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An Enhanced Montgomery Gl Bill Represents an Untapped Opportunity for the
Nation

Veterans are becoming increasingly rare in the ranks from which America' s leadership is
drawn. With an all-volunteer force, the broad spectrum of the American people will
experience military service only if the Services are successful in recruiting volunteers from all
segments of society. Instead, increasing evidence indicates that high school graduates who are
intent on obtaining a college education see military service as a detour away from their goal,
rather than as a means of achieving it. That evidence, combined with the fact that fewer than
half of MGIB-eligible veterans use their benefits, means that veterans are becoming
increasingly rare in the ranks of the college educated, the ranks from which America’'s
leadership is drawn.

Since President Eisenhower’ s time, for example, the number of federal lawmakers with
some military training has declined from 77 percent to 34.8 percent.3L Retired Chairman of the
Joint Chiefs of Staff John M. Shalikashvili said, “It's not just a matter of fewer and fewer
Congressmen and Senators having military experience. The same phenomenon exists in any
roomful of bankers, or college presidents, or other opinion shapers.”32

It is good for the Nation. The Commission believes the MGIB represents an untapped
opportunity for the Nation. An enhanced MGIB that would pay for tuition, books, fees, and a
monthly subsistence allowance would differentiate, on the basis of quality of education, the
educational assistance benefits earned through military service from benefits available to the
general public.

The Commission believes such a program would create —

¢ A greater incentive for youth from middle class familiesto join the all-volunteer force,
broadening the spectrum of individuals entering the military service and the ranks of
America s veterans.

¢ Opportunities for veteransto “be all they can be” by enrolling in the schools of their
choice, including America’s best private institutions.

¢ Opportunitiesfor individuals with military service to obtain the education they need to
compete for top leadership positions in business, industry, government, and American
society.

¢ For the 21% century, the Congress should build on the wisdom and foresight of
Congressman G. V. Montgomery, who championed and was the primary architect of
the current educational assistance policy, a policy that improved the benefits available
for veterans of the all-volunteer force.

The World War |1 GI Bill educated an entire generation of Americans and many of the
Nation’' s top political and business leaders. During the lifetime of the average World War 11
veteran, the U. S. Treasury received from two to eight times as much inincome taxes asit paid
out to the veteran in G. 1. Bill education benefits.33 If asimilar Gl Bill were in place today, the
Commission believes that educated veterans would take their places among the leaders of the
21t century.

3L Kitfield, James, “A Few Good Men,” The National Journal, June 13, 1998, p. 1351.
32 Kitfield, p. 1355.
33. Department of Veterans Affairs, History of the G.1. Bill: GI Bill 50t Anniversary, June 1994, p. 7.
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FINDINGS

¢ MGIB benefits cover afraction of the cost of a contemporary education at an average
four-year college. Current benefit levels reduce the ability of the program to assist
separating veterans in their readjustment to civilian life by constraining their accessto
an education.

¢ College-bound youth and their parents see a tour of military service as a detour from
college plans, rather than as away to achieve a higher education. The MGIB islosing
its effectiveness in providing college-caliber high school graduates with an incentive
to join the Armed Forces.

¢ Veteransareincreasingly rare in the leadership ranks of American institutions,
including government, business, academia, and the clergy. If America sleadersareto
include veterans of military service, it will be necessary for more veterans to have the
means to attend the schools from which the leadership of America sinstitutionsis
drawn.

¢ Military serviceis America s most fundamental form of national service. An MGIB
ensuring that the only constraints on veterans' education are their ability and ambition
would attract the best and the brightest of America’ s youth to their Nation's service.

¢ Thereisan existing DoD policy titled, “Education Leave”, that permits qualified
servicemembers on active duty to pursue a college education for up to two years.
During this period, members receive basic pay, but no allowances.

¢ The Commission believes that retention for select specialties would be greatly
increased if the Military Services permitted servicemembers to take education leave
from active duty.

¢ A morefinancialy attractive MGIB would enable the Nation to fully capitalize on the
unigue national resource of veterans' skills, training, experience, and character.

¢ Anenhanced MGIB would increase the Nation’s social mobility by providing away
for high school graduates from low-income families to finance an education at the
finest post secondary schools for which they qualify.

¢ Thecurrent VA vocational rehabilitation program provides tuition, fees, books, and
supplies to disabled veterans who have an employment handicap. In fiscal 1997, 59
percent of veterans participating in VA's vocational rehabilitation program had
disabilities rated at 30 percent or less. For 1997, it took VA an average of 100 daysto
decide aclaim for vocational rehabilitation. The Commission believes that, given a
choice, many of these veterans would opt to by-pass the up-front vocational
counseling and testing because of the long delay in obtaining such testing and because
of the limited nature of their disabilities.

RECOMMENDATIONS

The Commission recommends that Congress enhance the MGIB by providing a separate
benefit for individuals who choose to enlist or re-enlist for a minimum of 48 months by
enacting legislation to amend the MGIB to —
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*
*

*

*
*
*

L 2

Pay qualifying veterans the full costs of tuition, fees, books, and supplies, aswell asa
subsistence allowance of $400 per month for up to 36 months (4 school years). The
subsistence allowance would be indexed for inflation. Benefits also would be payable
for non-institutional training (e.g., on-the-job/apprenticeship training and flight
training).

Provide this enhanced benefit without a $1,200 payroll reduction.

Provide the Services with discretionary authority to fund the transfer of this education
benefit from the servicemember who earned them to amember of the servicemember’s
immediate family (i.e., spouse or children).

Allow veterans 10 years from the date of separation to use this benefit.

Specify that the subsistence allowance for this benefit would not count as income for
the purposes of determining eligibility for federal educational grants and loans.

The Commission also recommends that Congress encourage the Services to allow
servicemembers to take education leave from active duty.

BUDGET IMPLICATIONS - ISSUE |.A.1

IS YEAI COSES...iiiitiitieieete et ete ettt et et e et e et ete s besbeebe e e e besbeebeeneensesbesrens $82 million
Syear CUMUIBLIVE COSES....cuiiiiiiieie ettt e $539 million

Underlying Assumptions

48 months of qualifying service.

Enlistment for additional 4 years qualifies those already serving.

226,000 separations per year.

Program beginsin FY 2000; large numbers of trainees start becoming eligiblein FY
2004; Department of Veterans Affairs (VA) assumptions used for disabled separations
in FY 2001- FY 2003.

Participation rate of 70 percent over 10 years.

Reporting fees compare baseline to proposal in out-years; assumes MGIB fees
decrease as enhanced MGIB participation increases.

Assumes 10 percent of students switch institutions during the year; thus, reporting fee
paid twice for 10 percent of trainees.

Services limit use of “kickers’ as arecruiting tool. Only 15 percent of the current
24,000 per year will receive kickers.

Three-quarters time training for all trainees (historical VA data); three-quarterstime
applied to tuition, fees, books, supplies, and stipend.

Costs for tuition and fees from Digest of Education Satistics, U.S. Department of
Education.

Annual costs of books assumed to be $634 and inflated by the Consumer Price Index
(CPI) in the outyears.

8.5 percent annual increase in education cost (historical economic data 1979-1997).
30 percent enrollment in private schools and 70 percent in public schools.
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One-half of new Vocational Rehabilitation and Counseling (VR& C)-€eligible
participants select MGIB. (Assumes all 10 and 20 percent and one-half of 30 percent
will use MGIB because less VA control is associated with MGIB.)

Basic benefits savings computed at $528 per month.
Stipend projected for 9 months per year.
Payroll withholding of $1,200 repealed for all accessions after date of enactment.

Additional Recommendations

The Commission recommends that Congress further amend the current MGIB for those
who enlist for less than 48 months to:

*

*
*

Absolve any balance of the $1,200 pay roll deduction owed by active duty members
effective the date of enactment.

Increase the basic monthly benefit amount for full-time institutional training to $600.
Allow, at the beneficiary’ s discretion, payment of accelerated “lump sum” benefits for
an entire term, semester, or quarter at colleges and for the entire course for courses not
leading to acollege degree. Entitlement would be charged at the rate of one month for
every $600 paid.

Allow servicemembers and veteransto elect MGIB if they were on active duty on
October 9, 1996; if they were or had been VEAP participants at that time; and if they
pay $1,200 without regard to whether or not they had previously withdrawn their
contributionsto VEAP.

BUDGET IMPLICATIONS - ISSUE 1.A.2

IS WA COSES...ivitieieeieite et etecte et et e ste st e et e e ae e besbesaeesesbesbeeaeetesbeebeensenbestens $483 million
Syear CUMUIBLIVE COSES ......uviiieiicii et s $1,831 million

Underlying Assumptions

*
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Program beginsin FY 2000; those who —

o Separate before enactment and contributed are eligible.

Separate before enactment but did not contribute are ineligible.

Are on active duty before enactment and contributed are ligible.

Are on active duty before enactment and did not contribute are ineligible.
Are new accessions with either 24 or 36 month enlistments after enactment are
eligible.

Participation growth rate of 10 percent over baseline.

Adjusted baseline is baseline minus enhanced MGIB trainees.

Absolve any balance of payroll withholding owed at time of enactment.
Average payroll withholding for first year enlistees at time of enactment is $600.
Stipend projected for 9 months per year.

Average attendance projected at three-quarter time.

O
O
O
O
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By VA estimate, 77,000 trainees eligible for payment advances based on current
eligibility.

Advance payments equal double monthly rate and double advancements per semester.
103,323 former VEAP-era participants eligible for benefits.

15 percent of VEAP-era participants elect MGIB.

V EAP-era participants electing MGIB pay $1,200.

10 year delimiting date for VEAP-era participants from date of enactment.

L 2

L 2K JBR 2R N 4

ISSUE |.B - REENGINEER APPROVAL PROCESS FOR VA-
FUNDED EDUCATION PROGRAMS

Can veterans using their education benefits be better served if resources supporting VA
education programs are redirected to promote and devel op on-the-job and apprenticeship
training?

DISCUSSION

Background

State-approving agencies (SAAS) are state agencies funded by VA to approve courses for
VA education benefits. Their responsibilities include approval and reapproval of courses
offered by reputable colleges and universities that are already accredited by regional
accreditation associations. Congress created SAAs after World War |1 in response to abuse of
the GI Bill. Sincethat time, waste, fraud, and abuse have been minimized. In 1990, VA
abolished its problem school list because there had not been enough problem schoolsin the
preceding 10 years to justify its existence.3*

Today, schools and courses are subject to review and evaluation by an increasing number
of regional, professional, and trade accrediting bodies. Federal aid, such as Pell Grants and
Stafford Loans, is available to students enrolled in courses accredited by accrediting bodies
recognized by the U.S. Department of Education.

Since SAAs were established after World War |1, substantial changes have occurred in
both the methods for providing education and in the institutions offering courses and training.
Post secondary education is now available on the Internet, through broadcast media and
videotape on satellite campuses, and through noncampus programs. Institutions offering
education and training have expanded beyond traditional schools to include commercial
businesses providing rigorous specialized training leading directly to employment. For
example, computer companies now offer “high-tech” nondegree courses, such as Certified
(Computer) Network Administrator and Certified (Computer) Network Engineer. Graduates

34. Congressional Commission on Servicemembers and V eterans Transition Assistance, Roundtable on State
Approving Agencies and VA On-the-Job Training, Summary (SAA Roundtable), December 5, 1997.
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of these courses are in high demand. Unfortunately, courses offered by private corporations
whose main business is not education (e.g., Microsoft Corporation and Novell, Incorporated)
cannot be approved for VA education benefits purposes.

With the emergence of distance learning instruction via the Internet and interactive and
computerized programs and the globalization that has come with the information revolution,
some argue that the statutory requirement for course approval by a state agency is out of touch
with the current educational environment. Thereis an aimost universal recognition that the
world in general, the higher education community, and the VA’s education programs have all
failed to keep pace with technological change and the evolving teaching methods that
accompany it.3s

Analysis

Proposed Role of the SAAs

SAAsrecertify approved and accredited post-secondary institutions every 2 years. Asa
result, SAAs do not have the time to concentrate on new courses that may lead quickly to
gainful employment.38

School-approval criteria 37 should allow SAASs to concentrate on education providers
requiring special oversight, including new providers of technical training. However, SAAs
should have the discretion to review approved courses when there is a complaint or when they
think there is reason to do so.

Greater Emphasis on On-The-Job and Apprenticeship Training and Distance
Learning

Only 2 percent of MGIB recipients use their benefits for on-the-job training. SAAs
operate at the state level and under current law are authorized to work with employers to both
establish on-the-job/apprenticeship programs and approve them. The Commission believes
that SAAs should spend increased timein thisarea. Doing so would enhance SAAs
opportunitiesto assist in the placement of veterans, especially disabled veterans, with
employers.

The Commission notes that SAASs are beginning to increase their efforts to encourage use
of distance learning, apprenticeships, and on-the-job training benefits. Several states have
developed models for outreach, including personal contact with potential employers and
briefings for veterans, transition counselors, and servicemembers.38

35. Congressional Commission on Servicemembers and Veterans Transition Assistance, Education Roundtable
Summary, October 15, 1997.

36. Congressional Commission on Servicemembers and Veterans Transition Assistance, Notes on the Round-
table with the Commission’s Military Personnel, April 8, 1998.

37. Title 38 U.S.C., § 3670 through 3679.

38. June 8, 1998, letter from Jane E. Battey, President, National Association of State Approving Agencies, to
Anthony J. Principi, Chairman, Commission on Servicemembers and Veterans Transition Assistance.
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FINDINGS

Veteran students are generally more mature and experienced than nonveteran high
school graduates and should be the primary judge of the appropriateness of accredited
courses to their plans for the future.

Veterans are poorly served by outdated and inflexible course approval standards that
assume that a quality education is offered only in atraditional classroom setting by a
traditional educational institution on atraditional campus. Course approval standards
have not kept up with developmentsin courses or in the institutions, including
businesses, offering them.

Approval of institutions accredited by accrediting bodies recognized by the
Department of Education should suffice for veterans' training approval.

Unless abuse of veterans' benefits is suspected, SAAs need not routinely recertify
approved and accredited institutions every 2 years.

Unmet needs include education benefits outreach to separating veterans, assistance in
removing barriers to employment created by state credentialing and licensure
requirements, and promotion and development of on-the-job and apprenticeship
training opportunities for veterans.

SAAs need to develop procedures to approve institutions offering courses via distance
learning.

RECOMMENDATIONS

That the Congress enact legislation providing that—

*

Courses that are eligible for approval for veterans' education benefits include
education or training necessary to qualify for employment, even if commercial
businesses rather than educational institutions offer the courses.

Education benefits are payable for courses at institutions accredited by regional,
professional, or trade accreditation bodies without additional approval by SAAs.
SAAswould then retain discretionary authority to review courses at accredited
institutions based on information received from veteran students, or according to their
own information. SAAs could recommend that approval be withdrawn for specific
courses that do not meet the requirements for approval.

Courses at nonaccredited institutions continue to require SAA approval.

The mission of the SAAs be redirected to include responsibility for providing
education benefits outreach to separating veterans, for assisting with the removal of
barriers to employment created by individual state credentialing and licensure
requirements, and for promoting and developing on-the-job training programs under
the Montgomery GI Bill and VA’'s vocational rehabilitation program.

The Secretary of Veterans Affairs determines appropriate SAA performance/outcome
standards for carrying out the new mission.
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BUDGET IMPLICATIONS - ISSUE |.B

None

Underlying Assumptions

¢ Current resources will be redirected.

ISSUE |.C - STREAMLINE MONTHLY CERTIFICATION FOR
MGIB PARTICIPANTS

How can VA verify continuing attendance of MGIB participantsin away that isless
onerous and costly, and more customer-friendly?

DISCUSSION

Background

VA isauthorized, but not required, to verify the continued enrollment of veteran
students.3® Under this authority, VA mails monthly enrollment certifications to an average of
280,000 veteran students per month. Veteran students must complete this form and mail it
back to VA, which, in turn, processes the certification before issuing the monthly benefit
check. Thisrepresents a“postpayment” system. VA's Education Service estimates that about
85 percent of monthly certifications indicate no change in enrollment/course load.4
Processing monthly certifications of attendance in the current paper environment costs about
$1.8 million per year.41 It costs $.55 to process a single monthly certification, including the
cost of paper, printing, envel opes, postage, and the time of one clerical full-time equivalent
employee (FTEE). The veteran student pays the postage to return the signed certification to
VA.

Vice President Gore's 1997 Access America report promotes electronic service options for
all those who want them. The 1998 Access America for Students (the follow-up action plan
targeting the student population) lists VA electronic monthly enrollment certification as one
component of a core suite of services proposed for students.

Analysis

The process of printing, mailing, and processing monthly certificationsis labor intensive
compared with electronic or telephone certifications. Monthly certifications are a source of
dissatisfaction for veterans and schools.#2 Veterans are unhappy that their monthly educational

39-38 USC § 3680(Q).

40. Interview with Eleanor Hunter, Chief of Procedures, VA, August 4, 1998.

4% | bid.

42. GPRA focus groups, monthly verification of enrollment, 1995, unpaginated.
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assistance allowance checks often arrive well after their monthly hills are due because of the
timeit takesto mail and processtheir certifications. Veterans also resent the need to repeatedly
reassure VA that they are actually attending school, especially because the school has already
certified them and continues to monitor their enrollment.

A paperless monthly verification process would reduce VA's administrative costs
(currently $1.8 million per year), by eliminating the costs of printing, mailing, and postage.
Each of VA’sfour MGIB regional processing offices devotes one FTEE (each a GS-4) to
processing monthly certifications. VA's Education Service estimates that three of those four
FTEE could be saved in an electronic monthly certification process.43

VA's Education Service has proposed an Internet processing alternative and an automated,
toll-free telephone certification initiative. The Internet certification would bring the cost of
certification processing much closer to the core cost of processing the electronic transactions.
The telephone initiative would make similar efficiencies available to all, regardless of Internet
access. The Commission believesthat VA should immediately utilize modern automated
el ectronic methods to process certifications. Such a step would both improve veteran
satisfaction and save money.

In summary, the Commission notes —

¢ Eighty-five percent of monthly certifications indicate no change in the student’s
enrollment/course load.

Processing such certifications costs $1.8 million per year.

Monthly certifications are a source of dissatisfaction to veterans for multiple reasons.
VA’'s monthly verification of student enrollment is allowed, but not required, by law.
Unlike prior VA education programs, MGIB monthly payments are made at the end of
the month for the month gone by, rather than at the beginning of the month for the
month to come. This postpayment helps control overpayments by allowing enough
time to process enrollment changes before a check is issued.

In light of these factors, the Commission believes VA would benefit from a pilot program
of conducting certifications on a periodic, rather than monthly, basis at selected four-year, two-
year, and less-than-two year schools. Periodic monthly certification, for example, could
include thefirst and next-to-last month of a school term, semester, or quarter. The purpose of a
pilot program would be to determine the effect, if any, on the frequency and amount of MGIB
overpayments. Based on the results of the pilot, VA could make appropriate modifications, if
any, to its monthly certification policy.

FINDINGS

¢ Students and schools are dissatisfied with the current monthly enrollment verification
requirement because of the burden placed on students and the delay in monthly
benefits payments.

L IR JBR R ~

43. Telephone interview with Dennis Douglas, VA Education Service, August 10, 1998.
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The current postpayment of education benefits, combined with school monitoring of
enrollment changes, and periodic rather than monthly enrollment verifications,
probably would provide adequate protection against overpayment of education
benefits.

Manual processing of monthly certifications is paper-intensive, slow, and costly.
Electronic or automated toll-free telephone verification of enrollment would be less

onerous and more responsive to veteran students and produce dramatic savingsin
VA's administrative costs.

RECOMMENDATIONS

That VA implement, as soon as practicable, modern electronic methods, such as use of
the Internet and a toll-free automated tel ephone system, for verification of continued
enrollment.

That the Secretary of Veterans Affairs conducts a pilot program of verification of
student enrollment/course load on a periodic, rather than monthly basis, to determine
what effect, if any, periodic certifications would have on MGIB overpayments.

BUDGET IMPLICATIONS - ISSUE |I.C

IS-WEAN SAVINQS. .. vecuieieiieitectieieete st ete et e besbesaeeaeeeeetesbeeaeeeestesbeebeensessesrearas $0.7 million
5-year CUMUIAtIVE SAVINGS.......cccviiieiie ettt $3.0 million

Underlying Assumptions

*

L IR JBR 2B

Annual cost of $100,000 to implement Internet-based bi-semester certification.
No increase in overpayments because of bi-semester certification.

VA estimate of cost to process individual certification at $.55.

VA current certification frequency at 9 per year.

Periodic certification frequency at 4 per year.
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CHAPTER |l - EMPLOYMENT AND TRAINING

OVERVIEW

Employment is the dominant concern for most veterans making their transition to civilian
life. A veteran without asuitablejob isat a high risk of becoming a veteran in a state of
perpetual crisis. A veteran with asuitable job isaveteranin aposition to create his or her own
solutions to most of the problems that come with forging anew life as acivilian.

The Commission does not believe that servicemembers' and veterans' employment
services, as they are now constituted, organized, and delivered, will be adequate or effective
for helping servicemembers and veterans find jobs in the 21st century.

Current program design and service delivery methods are rooted in the practices of half a
century ago when a veteran job seeker would go to agovernment agency that would then try to
find the veteran ajob. The mission of supporting servicemembers' and veterans' job searches
is now entrusted to different agencies that each operate their

. . own stovepiped systems and programs with their own
A vgteran with a_‘SUItabIe jurisdictions, time frames, and constituencies. Delivery of
jobisaveteranin a employment services to transitioning servicemembersis
pOSiti ontocreatehisor diluted by statutory priorities established a quarter of a
her own solutionsto century ago. Inan eraof funding programs through block
grantsto states, veterans have a priority for serviceinonly a
most of the pI’Obl emsthat few veteran-specific employment and training programs.
come with forging a new The Nation has learned that competition and accountability
life as a civilian. enhance beneficiary-focused responsive service. Grants for
veterans employment programs, however, are awarded on a
noncompetitive basis without financial penalty or reward
based on performance or cost effectiveness.

The effect of these factors can be seen in Bureau of Labor Statistics (BLS) data showing
that fewer than 2 percent of veterans go to the Employment Service (ES) when looking for a
job and in ES data showing that only 12 percent of the veterans who do go to the ES get
permanent jobs following their visit. These numbers indicate that the programs are neither
adequate nor effective, especially in view of the Nation’s commitment to the men and women
who defend its freedom.

Current veterans' employment programs were designed in an era when military service
was virtually universal and employers were familiar with the desirable characteristics of
veterans, even if they were not veterans themselves.

The Commission recognizes that most job-seeking veteranstoday can get their own jobs, if
they know how to go about it and where to find employers. The Commission therefore
proposes reforms to ensure that transitioning servicemembers and veterans have the
knowledge they need to use modern computerized tools for a job search, as well as the
techniques they need to market their skills and knowledge to private sector employers. If
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adopted, Commission proposals will ensure that preparation for postservice employment is
integrated into a seamless whole that begins while an individual is on active duty and
culminates with acivilian employer’s offer of a post-service job. Commission proposals will
encourage responsive service to servicemembers and veterans by introducing competition and
accountability into the selection and funding of employment service providers.

The Commission proposes that transition services designed to help prepare separating and
retiring servicemembers obtain employment be given increased priority at the Defense
Department level. The Commission found that former servicemembers’ expression of
goodwill toward the Armed Forces often affected recruiting effortsin a positive way and that a
willingness to speak well of their military experience was often a direct result of how
successful former members considered themselves following their transition to civilian life.
The Commission believes that making transition planning a part of the career life cycle would
improve servicemembers' ability to enhance their skills or education prior to deciding to leave
the military. Asan additional benefit to the Armed Forces, the Commission found that the
transition preparation process frequently resulted in servicemembers' deciding to remain on
active duty longer.

The Commission also proposes to reengineer the responsibilities of direct service
providers to meet the needs of servicemembers and veterans in the next century, rather than
perpetuate an obsol ete system designed for their parents and grandparents. The Commission
proposes to refocus priorities so that services are directed to the veterans most in need of
employment assistance. The Commission’s proposed programs increase the likelihood that
America semployerswill seek out and hire the country’ s finest, the men and women who wear
the uniforms of the Armed Forces of the United States.

Divided responsibility for veterans' programs creates confusion on the part of both
veterans and employers. Divided jurisdiction diffuses responsibility and defeats
accountability. The Commission believes that this division may reduce the employment
services' effectiveness for veterans. The Commission proposes that the Congress and
Executive Branch jointly establish effectiveness standards for employment programs. If these
standards are not met, then Congress should consider the unification of federal responsibilities
for veterans' employment with other veterans programs and, in doing so, create one stop for
veterans and employers seeking solutions to employment problems and a single point of
accountability.

The Commission believes that federal contractors have both a special responsibility and a
unique opportunity to benefit from the skills and experience that veterans offer private sector
employers. The Commission proposes reforms that will provide contractors with economic
incentives for hiring veterans and allow servicemembers to continue their service to our
country in the private sector.

The Commission also believes that neither veterans nor the Federal Government are well
served by current disincentives to federal employment by retired regular officers. The
government loses the services of capable and knowledgeable workers, and employment
opportunities are narrowed for men and women who have served their country faithfully and
well. The Commission recommends that these disincentives end.
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In summary, the Commission’s recommendations are intended to ensure that transitioning
servicemembers have timely and seamless access to the tools they will need to successfully
take responsibility for their own job search, that veterans will conduct their job searchin a
responsive employment environment, and that the organizations entrusted with assisting
veterans are providing services tailored to the needs of the 21st century and have incentives to
ensure the success of their clients.

ISSUE Il.A - IMPROVE SERVICEMEMBERS' TRANSITION
PROGRAMS AND SERVICES

Are the current transition programs authorized in title 10 of the United States Code
adequate and effective in assisting members of the Armed Forces to adjust to civilian life, and
how can they be improved?

DISCUSSION

Background

A transition assistance program (TAP) is the first step to providing servicemembers with
the means of controlling their transition to civilian life. TAP informs members of the various
programs and benefits available to assist their transition and prepares them to search for
postservice employment. TAP isoffered at acritical juncture of the servicemember’slife, at a
time when he or sheis getting ready to move from the DoD jurisdiction to the jurisdiction of
other departments and agencies, such asthe VA, the Department of Labor (DOL), and the
Small Business Administration (SBA), that provide benefits and services to veterans after they
leave active duty. Thus, TAP programs play acritical role in presenting separating
servicemembers with a single entry point for their transition to civilian life. Itisvitaly
important that TAP programs continuously evolve so as to remain capable of bridging
effectively ever-changing military and civilian environments.

All separating or retiring servicemembers are entitled to basic transition services.
Transition services include preseparation counseling, employment assistance, skills and
training verification and encouragement to enter public and community service jobs.#4

All involuntarily separated personnel are eligible for up to 30 days of excess leave or 20
days (30 daysif overseas) permissive temporary duty (TDY) to facilitate relocation activities.
Additional temporary benefits for servicemembers who are involuntarily separated during the
period between October 1, 1990, and September 30, 2001, include transitional healthcare,
conversion health policies, continued use of commissaries, exchanges, family housing, and
priority affiliation with Guard and Reserve units.4>

44.10 USC, § 1142-1144, 1148.
45. Public Law 105-262.
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TAP has two components: one conducted by DOL and the other by DoD. DOL's portion
usually consists of a 3-day group workshop. DoD's consist of preseparation counseling and
transition services provided before and after the DOL workshop.

These transition assistance programs became critical when the end of the Cold War
prompted areduction in defense spending and the size of the active-duty force. Large numbers
of servicemembers were induced to leave prematurely, albeit voluntarily, by temporary,
targeted financial incentive programs such as the Voluntary Separation | ncentive/Special
Separation Benefit and Temporary Early Retirement Authority. Many servicemembers who
had planned to remain on active duty until retirement were suddenly thrust into the civilian job
market. Regardless of the impetus for transition programs, the Commission firmly believes
every separating or retiring servicemember is entitled to transition services — it isthe right
and smart thing to do.

One of the characteristics of military life is that servicemembers often do not remain
current on developments in and skills for job hunting in the civilian economic sector. The
Commission notes that active-duty assignments are often programmed, chosen, or otherwise
dictated by the Service; that newly separated servicemembers experience higher
unemployment rates; and that, as studies show, those who have adequate guidance at or before
separation do demonstrably better in the civilian economy. The Commission, therefore,
concludes that job-search preparation may well have a positive influence on gaining
postmilitary employment.

Between FY 1991 and FY 1997, about 2.1 million servicemembers separated or retired,
and DoD expects to separate approximately 238,000 members annually for the foreseeable
future. BLS employment survey data show that male veterans aged 20 to 24 and 35 to 39 (the
ages at which veterans are most likely to separate or retire) have higher unemployment rates
than non-veteran males in the same age groups.

Analysis

General

Valid criticism was leveled at the TAP program initially. Early evaluations charged that
the program lacked top-level guidance, clear objectives, and quantifiable measures of success
and that it did not provide adequate preparation for servicemembers or effective overseas
support.46

As TAP improved administratively, evaluations became more positive. A 1995 study for
the Army by the U.S. Army Research Institute for Behavioral and Social Sciences (ARI) with
the Human Resources Research Organization (HUmRRO) found —

Transition and job search assistance and satisfaction with such services were
significant factors in accounting for former servicemembers’ earnings,
relative financial condition, and reliance on unemployment compensation.
Receipt of and satisfaction with such services was even more strongly and
positively related to ratings of preparedness for the civilian job market and

46. |nspector General, Department of Defense (93-INS-11), Final Report of the Inspections of Defense Transi-

tion Assistance Program, August 20, 1993, pp. 42-44, 50.
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ratings of various aspects of one’scivilianjob. All inall, on average, the more
job search assistance services received and the more satisfied with these
services, the more one felt prepared for and achieved success in the civilian
job market.47

At Commission hearings, roundtables, and military installation site visits, witnesses
supported the transition program concept. Many commanders credited it with generating
intangible recruiting benefits. Servicemembers repeatedly spoke of the necessity, value, and
guality of the transition assistance program. Overseas participants emphasi zed the importance
of, and their appreciation for, TAP-sponsored job fairs and specifically requested earlier access
to, and more time to participate in, transition programs, increased VA representation, and
improved computer-based information and services to aid them in their return to the United
States and transition to civilian life.

It was suggested that TAP had a positive effect on retention. When servicemembers are
considering their options to separate or remain on active duty, but do not consider themselves
fully prepared to reenter the civilian workforce, TAP offers arealistic view of civilian job
market expectations/prospects. Servicemembers facing this dilemma sometimes postpone
their separation to gain additional income, skills, or education.

Collectively, the heads of the Military Services Recruiting Commands supported the
continued need for TAP, agreeing with the notion that servicemembers who leave the military
with a positive feeling about their military experience are likely to serve asinformal recruiters
by passing along their recommendations to potential recruits.

The Military Services Personnel Chiefs, in their testimony before the Commission in April
1998, voiced unanimous support for the transition program and several urged increased federal
funding to expand and improve the programs. Studies conducted by the Logistics
Management Institute (LMI) and ARI, aswell as the impact analysis report on DOL-TAR, all
emphasized the importance of individual counseling on a successful transition and
employment outcome.48:49.50

The Military Services Personnel Chiefs, transition program planners, policy makers,
managers, and service providers all indicated that the current $39 million total funding level
makes it difficult to sustain high quality programs and is inadequate to support necessary
improvements. The total DoD budget for TAP in FY 1995 was $68 million. In FY 2000, itis
projected to be $39 million,5! representing a 42-percent reduction. Transition assistance
centers report large numbers of servicemembers participating in only the required
preseparation counseling and DOL-TAP workshop. Transition services are readily available at

47.U.S. Army Research Institute for the Behavioral and Social Sciences, Outcome Evaluation of the Army
Career Alumni Program's Job Assistance Centers June 16, 1995, p. 2, Executive Summary.

48. |_ogistics Management | nstitute Report, Effective Delivery of Transition Assistance to Air Force Members
Leaving the Service, Mar 1997, pp. iii-vi.

49.U.S. Army Research Institute for the Behavioral and Social Sciences, Outcome Evaluation of the Army
Career Alumni Program's Job Assistance Centers, June 16, 1995, pp. 2 & 27, Executive Summary.

50.U.S. Department of Labor, Office of the Assistant Secretary of Veterans' Employment and Training, Transi-
tion Assistance Program: Phase |11 Impact Analysis, May 15, 1995, pp. v-viii.

51 Office of the Secretary of Defense/(Force Management Policy), Office of Family Policy, Discussion with
Ms. Smith, May 19, 1998.
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installations with small populations of separatees or retirees. At large installations, because of
funding, staffing, and operational constraints, many of the optional transition services are, in
effect, unavailable.

The one-on-one and small-group counseling sessions that are part of DoD TAP's
employment assistance component are the most desired and most valuable according to
separating servicemembers. Participants view the following as the most useful transition
program components: intensive workshops geared toward the individual’s job search, resume
writing, interviewing technigues, career planning, and information on obtaining government
employment.52 These components offer a blend of group and individual services. In spite of
underfunding, TAP has been and continues to be an essential tool in assisting separating and
retiring members of the Armed Forces.

In most cases, TAP staff have attempted to accommodate the tight schedul es associated
with rapid operating tempos, deployment, unexpected or sudden discharges, and poor
planning. However, multiple studies, program experience, and anecdotal information all point
to astrong positive relationship between the level of preparation by the servicemember and the
likelihood of a successful transition. The ARI study also found that the level of satisfaction
with the program and the number of transition services a member used had a strong and
positive affect on job preparedness and postservice income levels. Among former E6 and
below servicemembers without a Bachel or's degree, the estimated average earnings difference
between marginal participants and those who participated fully was $7,300 annually. Marginal
participants were those who attended only the DOL-TAP workshop and received only 2 of 12
available TAP services, as opposed to those who participated in other services aswell as TAP
and accessed all available TAP services.>?

Unemployment Compensation Connection

The 1995 DOL study found that job search preparation resulted in alower rate and shorter
duration of unemployment among veterans, reduced stress and anxiety, and fostered happier
and better-adjusted servicemembers and families. Compared with other veterans, DOL-TAP
participants collected Unemployment Insurance for Ex-Service Members (UCX) benefits for
shorter periods because they found jobs more quickly.>* During the 10-year period from 1987
to 1997, total unemployment compensation to former servicemembers surpassed $2.9 billion.
If, in fact, a cause-and-effect relationship exists between TAP participation and postmilitary
service employment, it is clearly in the government's best interest to fully fund and vigorously
promote DoD transition assistance programs.

52.U.S. Army Research Institute for the Behavioral and Social Sciences Outcome Evaluation of the Army
Career Alumni Program’s Job Assistance Centers, June 16, 1995, pp. 54-55.

53.U.S. Army Research Institute for the Behavioral and Social Sciences, Outcome Evaluation of the Army
Career Alumni Program's Job Assistance Centers, June 16, 1995, Executive Summary.

54. U.S. Department of Labor, Office of the Assistant Secretary of Veterans Employment and Training, Transi-
tion Assistance Program: Phase |11 Impact Analysis: May 15, 1995, p. vi.
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Funding Level

Current DoD funding for transition servicesis based primarily on the total number of
transition centersinstead of the total number of separating servicemembers and the associated
workload. The Commission recommends that the annual DoD transition services funding be
based on DoD’ s providing 8 hours of individualized
transition assistance services per member separating or
At th_e current DoD retiring from active duty. The Commission believes 8
funding level of $39 hours to be the minimum amount of personalized services
million, approximately amember needs and deserves. Thisisin addition to
$150 per separ atin g group preseparation counseling and workshops.

. .. By way of comparative analysis, the Commission
servicemember, transition noted that according to a benchmarking study conducted
centersare hard pressed to by KPMG Peat Marwick, AT& T spent approximately
comply with the minimal $2,100 to provide employment assistance for similar,

. . although more intensive, servicesto all affected
provisons of the law. employees, clerical through professional, during its
downsizing. Thisamount was 40 percent below the
industry average of $3,500 for outplacement services.55> As an additional comparison, the
Commission noted that the Department of Agriculture offers a 3-day career transition course
for federal employees at a cost of $395 per participant.

At the current DoD funding level of $39 million, approximately $150 per separating
servicemember, transition centers are hard pressed to comply with the minimal provisions of
the law. Increased resources are necessary to make comprehensive, individualized services
availableto al eligible servicemembersin atimely manner.

The Commission’s recommended DoD funding level, pegged to the CPI, would permit
transition centers to improve services to meet the transition needs of military membersin the
21s century. With the recommended funding increase, transition centers could-

¢ Staff according to workload.

¢ Serveclients sooner than they can now.

¢ Serveremote clients through distance counseling, a process that enables transitioning

servicemembers to communicate one-on-one with transition counsel ors.

¢ Conduct individual counseling sessions on such subjects as self-assessment, individual

transition planning, resume writing, interview preparation, and salary negotiations.

¢ Reduce the size of group sessions.

¢ Expand and upgrade automated systems, including reengineering of the Verification of

Military Education and Training (VMET) document.

¢ Provide information technology infrastructure, additional automated equipment,

access to the Internet, and up-to-date commercial software.

55. KPM G Peat Marwick LLP, Benchmarking Demonstration Sudy Report, Army Career and Alumni Program,
May 16, 1996, p. 42.
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¢ Itisparticularly important for separating servicemembers to be able to access up-to-
date computer technology and the Internet and to be trained in how to use this
technology. Also, DoD could defray training costs of staff members, fund its share of
atransition program usage- and-outcome tracking system, and pay for other
partnership initiatives with DOL and VA.

Funding TAP programs based upon a standard number of service hours devoted to each
separatee would lead to uniform availability of group and individual transition services, as
well asfacilitate the comparison of quality and effectiveness among the Services and
individual transition centers. Additionally, it would allow the Services to continue structuring
their programs to meet unique needs of their servicemembers.

Timing of Transition Assistance

Although current legislation requires the Services to provide transition assistance no later
than 90 days before an individual's separation or retirement, the law does not specify the
earliest point at which this service should begin. TAP statistics reveal that the majority of
servicemembers are within this 3-month window when they first visit atransition office.

During Commission site visits, servicemembers voiced repeatedly their desire to begin the
transition process earlier than 90 days before their separation. Personnel indicated to
Commissioners that 1 year before separation and 2 years prior to retirement were sufficient to
prepare properly for their transition to civilian life. The Commission agrees that allowing
servicemembers up to 1 year before separation and two years prior to retirement to initiate the
transition process gives servicemembers and adequate time to prepare. Additionally, it
provides commanders flexibility since many servicemembers are deployed during the last 6
months of their active duty. With the additional time, servicemembers could learn the
fundamentals of transition and the job search process before deployment and relieve the
pressure to compress transition and outprocessing into the last few weeks prior to separation or
retirement.

Personnel with Less than 180 Days of Service

The law requires the Services to provide preseparation counseling for all active and
Reserve Component servicemembers, regardless of the duration of their service, even
following service by members are separated during basic training or other indoctrination
programs or following each brief period of active duty for training or recall. Preseparation
counseling covers awide range of benefits and programs for which, with few exceptions,
personnel with less than 180 consecutive days of active service areineligible. Because their
military serviceisrelatively short, they are not disadvantaged by having to readjust to civilian
life.

If the Services were permitted to provide preseparation counseling to members with less
than 180 consecutive days of active service on a by request basis, a significant staffing burden
at the transition sites would be alleviated and resources could be shifted to installations with
greater transition needs. Additionally, separating members who do not desire the information
could simply decline the service rather than be forced to sit through a briefing that is of little
value to them.
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Involuntary Separatees

The Commission heard from multiple sources that the broad definition of involuntary
separation in chapter 58 of title 10, United States Code, grants the same transition benefits to
members involuntarily discharged for reasons related to cause or conduct as it does to
members involuntarily separated due to downsizing. For example, a member involuntarily
separated for failure to complete drug or alcohol rehabilitation programs or meet physical
fitness standardsis eligible for the same transition benefits package as a member involuntarily
separated because of occupational skill obsolescence or the inability to promote.

What concerns the Commission moreisthe fact that cause- or conduct-related involuntary
separatees receive more benefits at separation than honorably discharged voluntary separatees.
All involuntarily separated personnel, including those separated for cause or conduct, are
entitled to excess leave or permissive TDY and 2-year commissary privileges. Voluntary
separatees are not. Voluntary separatees are ineligible for many of the special temporary
drawdown-related benefits discussed earlier.5¢ Voluntary separatees areineligible for extended
housing, commissary, and exchange privileges, MGIB enrollment/VEAP conversion or
transitional healthcare. Voluntary separatees receive up to six months household goods storage
while involuntary separatees receive up to oneyear. Servicemembers who are involuntarily
separated are eligible for home of selection moves. Voluntary separatees, however, may only
move to their home of record at government expense. The Commission believes that such
additional transition benefits should be limited to those who are involuntarily separated due to
force restructuring. Witnesses representing all segments of the military structure labeled the
present situation unfair and clearly unjust. These witnessesinsisted firmly that the definitional
ambiguity should be eliminated asit creates an inequity between groups of separatees and
adversely affects morale.>” Without exception, thisissue was reported at each installation that
the Commission visited.

VA Assistance Overseas

The law does not require VA to maintain veterans' assistance offices on military
installations or outside of the United States. While VA representatives use office space on
some military installations in the United States, such arrangements are not usually permanent.
Through a funding agreement with DoD, the VA currently assigns representatives overseas on
arotational basisin a number of locations with large military populations. Servicemembers
stationed overseas who spoke with Commission members viewed the absence of a permanent
VA presence as a significant deficiency in their support and assistance network. They noted
that this deficiency made the difficult challenge of transitioning back to civilian life while
overseas even more difficult. To alleviate this problem, the Commission recommends that
section 7723 and section 7724 of title 38, United States Code, be amended to require the
Secretary of Veterans Affairs to establish and maintain a permanent VA presence overseas and
to add military installationsto the list of examples of places at which the Secretary may station
VA counseling and outreach personnel.

56. Preseparation Guide, September 1997, DA Pam. 635-4, NAVMC 2916, AFIMAN 36-2128, NAVPERS
15616, pp. 60-61.
57. Commission Hearing on Military Personnel Transition, April 7, 1998.
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Program Usage and Outcomes

Early criticism of the TAP program cited the Services for not establishing adequate
program performance metrics. The Army’s management system tracks usage of all facets of
its program while a soldier is on active duty, but does not track outcome information once that
soldier becomes acivilian. The Air Force LMI study stated, "... the absence of metrics limits
the ability to measure the effectiveness, cost, consistency, and quality of the services being
delivered. Additionally, there is no standard mechanism or criteriain use to determine the
usefulness or quality of transition services."s8 DoD, VA, and DOL each maintain a separate
piece of this puzzle in their data collection systems. The three departments should be
mandated to coordinate information requirements and collect the data necessary to track long-
term usage and outcomes. Knowing whether and when a servicemember or veteran finds
employment and what effect, if any, TAP participation may have had, isacritical element in
determining the true success or value of the program.

VMET Document

Separating or retiring servicemembers are supposed to receive a document that explains
job skills and experience acquired while on active duty in civilian terms and correlates this
experience to civilian occupations, where applicable. The descriptions contained in the
individualized document can be used to create resumes, complete job applications, or support
the awarding of training or academic credit. To fulfill its requirement to provide this
information, DoD creates the VMET document about 180 days before the separation of each
member.

The Commission believes that the VMET document is flawed and relatively expensive to
produce and deliver. It often does not arrive in sufficient time to be useful to the member, the
data are often unclear or incomplete, and at times, it isinadvertently sent to servicemembers
who have decided to reenlist. In the case of officers, data are transcribed in away that yields
little usable information. Additionally, the VMET document has been poorly marketed. Few
servicemembers are aware of its potential value and few employers are aware of its existence.

Automated Platform

The DOL's America s Career Center Kit comprises of four integrated programs that form
the foundation of an emerging national electronic labor marketplace. It isa platform upon
which enhanced, customized electronic services for servicemembers and veterans can be
readily built or integrated. For adescription of each of the integrated programs, see the
€l ectronic employment assistance in this chapter.

DoD and VA should capitalize on the groundwork already laid by DOL and use the
America s Career Center Kit electronic platform, rather than continue to fund and use their
own outdated, in-house job search systems.

Transition services and employment assistance should be available and accessible to all
separating servicemembers. In FY 1998, there were 234 transition offices worldwide, 170 in
the United States and 64 overseas, however, the nature of military service is such that

58. Logistics Management Institute Report, Effective Delivery of Transition Assistance to Air Force Members
Leaving the Service, March 1997, p. v.
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transitioning personnel will not always be in one of those locations when the need for
transition information arises. For personnel located in remote or isolated areas and those
aboard ships at sea, access becomes acritical need. Internet access and accessto an
automated, interactive transition assistance platform similar to the "TAP-in-the-Box" system
initially developed by the Army and being field tested by all the Services would go along way
toward meeting the needs of the population at risk of neglect.

FINDINGS

¢ Obtaining timely and suitable employment is the fundamental marker of a successful
transition.

¢ Thetransition assistance programs operated by the military Services make a critical
contribution to servicemembers' efforts to seek and find suitable employment after
they leave active duty. The positive impact of these programs justifies increased
consideration among DoD priorities.

¢ Individualized and comprehensive services for separating and retiring servicemembers
are fundamental keysto providing high-quality transition assistance. High-quality
TAP programs pay dividends to society and to servicemembers by hastening
members' return to productive civilian economic life. These services are not being
offered widely enough because of resource constraints.

¢ Theunemployment rate for newly separated veterans exceeds the unemployment rate
for comparable nonveterans. TAP programs do not have the resources necessary to
offer comprehensive and individualized servicesto all separating servicemembers.
Individualized services are necessary to increase the likelihood of members promptly
obtaining suitable employment after their separation.

¢ TAP program success depends on servicemember access to all the services offered.
That access is hampered when transition is not included as part of career life cycle
planning from the beginning. Often, servicemembers' accessto TAP is limited until
90 days before separation.

¢ TAP can benefit both Armed Forces recruiting, by creating satisfied participants who
serve as informal goodwill ambassadors for military service and retention efforts, by
providing aclear view of military service benefits and civilian job market expectations
to servicemembers who are undecided about reenlisting.

¢ Individuals without disabilities separating after serving less than 180 days on active
duty have little need for transition assistance and do not require readjustment to
civilianlife. TAP programs are resource limited. Providing them to individuals who
have been on active duty for only avery short time comes at the expense of
servicemembers who are completing their obligated period of service.

¢ Providing the full range of involuntary separation benefitsto all involuntary
separatees, including those who are being separated for cause or due to their own
misconduct, is inequitable to individuals whose service has been satisfactory. The
result is that individuals who perform well and separate at the completion of their
enlistment receive no additional benefits, while servicemembers who are asked to
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leave for performance or behavior reasons receive additional transition benefits. In
addition to creating morale problems, this requirement diverts scarce resources from
higher priority programs.

VA's current presence on military facilities and level of participationin TAP programs
isinadequate to ensure that separating servicemembers are aware of their benefits,
especialy in the case of servicemembers being separated overseas.

DOL electronic exchange programs have successfully automated the process of
matching job seekers with employers by establishing easily accessible databases of
information available jobs and job-seeking Americans. DoD does not make adequate
use of electronic transition and job- search services, especially in the case of
servicemembers stationed at remote locations or aboard ship.

Transitioning servicemembers have a critical need for a clear, comprehensive, and
readily accessible translation of their military skills and experience into aform and
format familiar to, and understandable by, civilian employers. The VMET document
now used isinadequate for this task.

Evaluation and management of the transition assistance programs are hampered by the
lack of coordinated interdepartmental follow-up and outcomes measurement.

RECOMMENDATIONS

That Congress enact legislation to-

*

Increase DoD TAP funding to provide 8 hours of individualized transition assistance
services for each separating or retiring servicemember, in addition to preseparation
counseling and group workshops.

Amend section 1142(a) of title 10, United States Code, to authorize an extended time
frame for providing individual transition services. Require the services to be offered
as soon as 1 year before the anticipated date of separation or 2 years before the
anticipated date of retirement, but not less than 90 days before the anticipated date of
separation or retirement. |f notification of separation or retirement occurs less than 90
days before the end of active duty, transition services should begin as soon as possible
following notification.

Make preseparation counseling optional for members being separated before
completion of their first 180 days of active duty, unless separation is due to a service-
connected disability.

Amend section 1141 of title 10 to eliminate inconsistencies in the law that have led to
benefits inequities, clearly distinguish between personnel involuntarily separated
because of force restructuring and those involuntarily separated for other reasons, and
grant special benefits only to those separated for force-management reasons.

Amend section 7722 of title 38, United States Code, to mandate that the Secretary of
Veterans Affairs provide outreach services to members of the Armed Forces as part of
VA's transition program.

Amend section 7723 of title 38 to require that the Secretary of Veterans Affairs
establish and maintain transition assistance offices on U.S. military installations
outside of the United States.
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*

Amend section 7724 of title 38 to add military installations as an example of places
where VA may station counseling and outreach personnel.

That DoD, DOL, and VA make the following programmatic or policy changes:

*
*

*

DoD: incorporate transition planning into the career life cycle of servicemembers.

VA: make increased use of automation and technology to improve the availability and
guality of veterans' benefits information throughout the world.

DoD: improve form and content of DD Form 2586, the VMET document, to increase
usefulness, make it more useful, available at the member’ srequest, and distribute it
electronically.

DoD: provide an I nternet-accessible, automated, interactive transition assistance
platform aboard ships, as well asin remote and isolated areas.

DoD and VA: utilize the DOL automated America's Career Center Kit platform to
provide employment-related information.

DoD, DOL, and VA: track program usage and outcomes in a coordinated fashion.

BUDGET IMPLICATIONS - ISSUE I1.A

LSE-YBAIN COSES....viviitiitieiecte et ete ettt et e ete et st e e ste s besbeebeesbesbesbeebeeneesbesrens $ 51 million
5-year CUMUIBLIVE COSES......ueeiiieiiiieciecee ettt e $270 million

Underlying Assumptions

*

Every separating or retiring servicemember receives 8 hours of individual transition
services.

Transition program costs inflated by 3 percent in outyears.
VA annual cost of $800,000 for stationing four staff overseas.

DoD, VA, and DOL to share annual costs of $750,000 to coordinate program
assessment.

Costs of electronic labor exchange programs reflected in section on Issue |1.d.
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ISSUE I1.B - REENGINEER EMPLOYMENT ASSISTANCE
SERVICES FOR VETERANS

What employment services do separating servicemembers and recently separated veterans
of America' s all-volunteer force need to complete a successful transition to civilian life, and
what is the most cost-effective way to provide these services?

DISCUSSION

Background

One of the most basic requirements for successful civilian lifeisasuitable job. A new job
marks the beginning of a new career, provides income for the necessities of life, including
housing, and is usually the source of healthcare coverage.

Because of the importance of a suitable job to veterans and separating servicemembers,
one of the most important requirements for a successful transition program is the need to
empower veterans and separating servicemembers for their job search. Veterans and
servicemembers need seamless access to an appropriate arsenal of employment benefits and
services. These services, and the organizations providing them, must remain up-to-date to
ensure that the services provided will be useful in the employment world that veterans and
servicemembers are entering, not the world asit existed at some time in the past.

An analysis of the adequacy and effectiveness of employment programs for
servicemembers and veterans must examine the priority assigned to transitioning veterans, the
programs for which those priorities are applied, and the nature of the programs themselves as
well as how they are delivered and, given the importance of service to veterans with service-
connected disabilities, how VA’s vocational rehabilitation program interacts with the delivery
of employment services.

Priority of Service

Title 38 of the United States Code provides priority to disabled veterans and veterans of
the Vietnam era. DOL regulations require service delivery points to observe the following
order of priority: (1) special disabled veterans (those with disability ratings of 30 percent or
more), (2) veterans of the Vietnam era, (3) disabled veterans other than special disabled
veterans, (4) all other veterans and eligible persons, and (5) nonveterans.s®

These priorities last throughout life for qualified veterans, to the extent that the public
labor exchange is able to comply with the requirement. In the traditional public employment
service model, veterans' employment specialists were hands-on intermediaries between
employers and veterans. Asacentral point of control, they could put veteransfirst in line and
restrict access to jobs so veterans could apply first.

59.38 U.S.C. 4102, 20 CFR Chapter | X Subpart C 1001.120 (b)
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DOL Veterans’ Employment and Training Service (VETS) Programs

Since the end of World War 1, the States Employment Service has helped veterans find
civilian employment. DOL/VETS reports that 2 million veterans seek employment assistance
annually from state ES offices.0 (There appears to be a discrepancy in DOL dataregarding
veterans' usage of the State Employment Service. BLS, USDL 98-258, June 25, 1998, Table
6, based on a supplemental to the September 1997 current Population Survey, reported that 1.1
percent of veterans [approximately 260,000] have used “ State Job Service Offices.”) Two-
thirds of these veterans are served by staff working in one of the two veterans’ employment
programs funded through noncompetitive state grants by DOL/VETS. Thefirst program, the
local veterans' employment representative (LVER) program, was established in the original Gl
Bill of 1944. The second program, the disabled veterans' outreach program (DVOP), was
created by executive order in 1977 and codified in 1980.61 In FY 1998, appropriations of $79
million funded 1,339 LVER positions and $80 million funded 1,494 DV OP positions.62

Title 38 sets forth very prescriptive duties for both DVOP and LVER staff. DV OP staff
have 10 process-based principal duties and LV ER staff have 12 process-based principal duties.
The law additionally addresses performance standards, which are essentially process, as
opposed to outcome, measures.

Although the country’ s economic, social, and military environments have changed
dramatically, the legal framework, policy, and operational direction governing the provision of
public employment services to veterans remain rooted in an earlier age. The public
employment and training delivery system at the state level today is vastly different from the
system that was in operation when the LVER and DV OP statutes were originally enacted. The
One-Stop Career Centers devel oped through innovative use of automation and creative service
strategies increase freedom for job seekers to conduct job searches in the manner they believe
most beneficial to their personal needs. This proliferation of new strategies, including self-
service options for both job seekers and employers, has dramatically changed the environment
in which veteran job seekers are served.

VA’s VR&C Program

The VA annually enrolls approximately 55,000 disabled veteransin its VR& C program.
This program is intended to provide service-connected disabled veterans with counseling and
training to overcome their barriers to employment and to place them in asuitable job. The
VR&C program is authorized 709 FTEE, including 242 counseling psychologists, 185
vocational rehabilitation specialists, and 10 employment specialists. Program funding levels
for FY 1997 included $424.6 million for readjustment benefits and $45.8 million for agency
operations.

60. DOL, Employment and Training Administration 9002 Report, Program Y ear (PY) 1996.
61. General Accounting Office(GAO) GAO/HHS-98-7, October 7, 1997, p. 5.
62 DOL, VETS FY 1999 Congressional Budget Request, pp. 17-18.
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Analysis

Today’ s veterans are not well served by current programs. Veterans' employment services
must be totally reengineered to meet the new reality of a highly automated, integrated, and
customer-focused environment. Components of federal programs must be better integrated or
consolidated to better serve transitioning veterans, as well as those dealing with disabilities or

facing employment barriers.

Priority of Service

The advent of the Internet, reduced numbers of employment specialist staff, and the
changing service delivery environment have generally reduced the effectiveness of traditional

practices for the delivery of employment services. The
need for priority of serviceisnot disputed. “The
protective nature of the military environment requires a
transition period for individuals to acclimate to the
civilianworld of work after completion of their military
obligation. Some priority of service must be afforded.
For service-connected disabled veterans, the
entitlement to priority of service should be for life.”63
For veterans facing employment barriers, priority of
service should be available for aslong as the barriers
impede the veteran’ s ability to obtain employment.

If priority of serviceisintended to enhance a
veteran's probability of securing civilian employment
as he/she transitions from the military, then the
emphasis must be placed on priority for delivering
services at the time of transition. Public Law 105-220,
the Workforce Investment Act of 1998, defines
“recently separated” as being within 48 months of

Veterans' employment
services must be totally
reengineered to meet the
new reality of a highly
automated, integrated, and
customer-focused
environment. TheESis
neither meeting the
expectations of its
customers nor focusing its
efforts on those veterans
who most need its services.

separation. The Commission agrees that thisis the right length of time for this priority.

Public Law 105-220 also consolidated federal job training and employment programs into
asmall number of block grants to the states. Because categorical veterans' employment
programs comprise only a small portion of federal job-training funding, a priority for veterans
must apply to all employment and training programs to ensure that the transitional job-
securing needs of all transitioning veterans are met. If priority isfocused on only one
program, but is alifetime advantage, it may serve some veterans well and others not at all.

63. Consensus Letter from Six State Employment Security Agency (SESA) Administrators, May 4, 1998, p. 3.
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DOL/VETS Programs

DVOP/LVER Workload:

In program year (PY - July to June) 1996, only 12 percent of the 2 million veterans seeking
services through the states' ES offices subsequently obtained permanent employment.64
DVOP and LVER staff placed 308,000 of these veterans at an average cost of $510 per
placement.s5

Of the veterans who used state ES offices-
¢ 95 percent were former enlisted personnel.
¢ Fewer than 25 percent were separated from the military for less than 5 years.

¢ 54 percent had more than a high school education, although only 15 percent had a
degree. 46 percent were over age 45.66

State Employment Security Agency (SESA) Administrators stated, “ The mgjority of
veterans have marketable skills and do not require staff-intensive assistance. Intensive one-on-
one services should be devoted primarily to veterans with significant employment barriers.”67
Dividing veteran applicants into three categories-those who are job ready, those who are job
ready but need minimal assistance, and those who face employment barriers and need
extensive services—the Government Accounting Office (GAO) reported in 1997 that DVOP
staff spent 62 percent of their time on the 73 percent of their clients who were job ready.
Similarly, LVER staff reported spending 67 percent of their time on the 80 percent of their
clients who were job ready.58

Only 0.7 percent (14,311 of 2 million) of all veterans who registered for services with the
ES received case management services. Only 4.1 percent of disabled veteran clients and 6.1
percent of special disabled veteran clients received case management services.®® Since 1995,
nearly 2,400 DVOP and LVER staff have received special training on how to assist veterans
facing employment barriers. In spite of this, DVOP and LVER staff continue to spend the
majority of their time with job-ready veterans. This minimizes the time available to provide
case management services to veterans facing barriers to employment. Many of the veterans
facing employment barriers have no source of job assistance other than the public employment
service.

The GAO study reported that DVOP and LVER staff spend most of their time performing
three duties — intake and assessment, job search and referral, and outreach — rather than case
management or intensive individualized services to job-seeking veterans.”® A survey of
veterans who used state-run employment services provides a measure of veteran satisfaction
with ES services. The survey found that 68 percent reported they did not receive career
counseling. Of thisgroup, 60 percent said they would like to have received such counseling.”t

64. DOL Annual Report to Congress 1997, p. 28.

65.VETS, p. 18.

66. \VVETS Customer Satisfaction Surveys: Employer and Veteran Users of the Job Service, April 28, 1995, p. 57.
67. SESA, p. 3.

68.GAO, pp. 76-77.

69. DOL 9002.

70-GAO, p. 29.

LVETS, p. 73.
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Seventy percent of the veterans did not receive information on career preparation, and of those
veterans, 70 percent would like to have received such information.”? Eighty-two percent of the
veterans did not receive training in job search techniques, and of those veterans, 63 percent
said they would like to have received such training.”® Thirty-six percent of the veteran job
applicants felt that some of the referrals were not appropriate, and 80 percent of these
individuals cited poor match with their skills, interest, or work experience.”# These data
indicate that the ES is neither meeting the expectations of its customers nor focusing its efforts
on those veterans who most need its services.

Grant Administration:

Title 38 assures the noncompetitive award of DVOP and LV ER program staffing grantsto
state employment service agencies. DOL/VETS uses the formulas specified in the law,
together with cost information from each state, to determine the amount of funding for each
state. Program performance, program outcomes, and administrative and support costs are not
considered in these funding decisions.

Administrative and support costs vary widely among states, ranging from 18 to 35 percent
of their grants. These expenses include costs such as travel, supplies, and a portion of central
office personnel, communications, rent, and utilities.”> In 21 states, administrative costs
exceeded 25 percent of the LVER grants, with the average being 24.4 percent.”® For DVOP
grants, administrative costs averaged 25.3 percent and exceeded the average in 24 states.””
These variations in overhead costs are evidence that dramatic improvements are possiblein
some states. However, the current practice of awarding grants on anoncompetitive basis gives
state employment services no incentive to adopt the best practices of their more efficient peers
and gives DOL no leverage to force a change in state management practices. Because the
appropriation for funding the program islimited, unnecessary overhead costs have the effect of
reducing services to veterans.

Program Performance Measures:

Asrequired by federal law, DOL has established performance standards for evaluating
states in five service categories. 1) veterans placed in or obtaining employment, 2) Vietnam-
eraveterans and special disabled veterans placed in jobs on the Federal Contractor Job Listing,
3) veterans counseled, 4) veterans placed in training, and 5) veterans who receive some
reportable service. Thereisawidevariationinthe states' performance. The 1997 GAO report
showed that 18 states placed fewer than one-in-five of the veterans who cameto the ES. At
the other end of the spectrum, four states placed more than 40 percent of their veteran
applicants.”® According to the DOL 1997 Annual Report, nine states met DOL performance
standards while placing fewer than 10 percent of veterans registrants.”

72 VETS, p. 75
73 VETS, p. 66

74 VETS, p. 94

75. GAO, p. 10.

7. GAO, pp. 53-54.
77.GAO, pp. 48-49.
7 GAO, p. 57.

79. Op. Cit. DOL, 9002
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The current system for measuring priority service to veterans sets the base standard to the
number of nonveteran applicants served. Thisisarelative measure. Consequently, a state that
has a poor level of service to nonveteransis held to alower standard for service to veterans
than a state with better overall performance. For example, one state with alow placement rate
for nonveteran applicants (5.62 percent) for PY 1995, exceeded the performance standard set
by DOL by placing 6.47 percent of veteran applicants. On the other hand, a state with a higher
placement rate for nonveterans did not meet its performance standard even though it placed
nearly 22 percent of its veteran applicants.8® Performance, relative or absolute, had no effect
on the grant to either the high performance or low performance state.

In testimony before the House Veterans' Affairs Subcommittee on Benefitsin May 1997,
GAO “criticized VETS' current performance standards because they focus more on process
than on results and noted that performance is evaluated only in relative, not absolute, terms.” 81
SESA Administrators agreed, arguing that “Veterans reporting and measurement systems need
to be revised and focus on positive outcomes rather than service counts. Employment to
increased earning capacity and reduced support costs (unemployment insurance, welfare, etc.)
should be the critical measures of success. Although entered employment is a measure in the
current system, reporting (9002)82 requirements and performance measures place far too much
emphasis on counting discrete services and then comparing those counts across veteran and
non-veteran customers. Not only is such an approach cumbersome and costly, it does little to
measure effectiveness of service....”83

VA’s VR&C Program

Prior to Public Law 96-466, enacted in 1980, the entire focus of the VR& C program was
completion of training. Employment was not an area for which staff were held accountable.
Consequently, the program developed a very strong and institutionalized system for sending
veteransto colleges and universities. GAO reported in 1984, 1992, and 1996, that the VA had
not properly focused the VR& C program on employment.84 Other sources, including the VA's
Inspector General’s Officein 19888 and in 1996 the VR& C Design Team composed of 17 VA
employees, supported thisfinding. Participantsin two Commission Roundtables on VR&C
stated that provision of employment services is the weakest part of the program.8é

The VR& C program has maintained a bifurcated service delivery system. A counseling
psychologist administers a comprehensive evaluation, determines eligibility, provides
counseling, and develops a rehabilitation plan with the disabled veteran. The veteran isthen
handed off to a vocational rehabilitation specialist who provides case management servicesto
the veteran and is responsible for providing employment services.

8. 1hid.GAO, p. 19.

8. GAO, p. 16.

82. DOL 9002.

83. SESA, p. 2.

84. GAO/HRD 84-9, May 1984; GAO/HRD 92-100, September 1992; GAO/HRD 92-133, September 1992; and
GAO/HRD 96-155, September 1996.

85. Final Report of Audit: VA Vocational Rehabilitation Program, Report # 8R6-B99-045, p. 13.

86. \/R& C Roundtables, Washington D.C., November 12, 1997, and January 12, 1998.
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Several years ago the VR& C Service began contracting for employment assistance and
case management services, although those services are authorized from DOL -funded veterans
employment specialists. In some VA regional offices, contract services supplemented
employment assistance services provided by veterans' employment specialists. In other
offices, they substituted for the DOL-funded services. In FY 1997, VR&C spent $12 million
for case management services contracts and $4 million for employment services contracts.
Those expenditures did not include the cost of staff time devoted to administering the
contracts, which included referrals and correspondence, overview of services, contractor
training, and payment authorization. The VR& C Design Team noted in its recent report that
contracting “ has reached a point where it has become institutionalized as a standard operating
practice.”

In FY 1995, DOL-VETS and VR& C Service initiated a cooperative agreement to jointly
improve the delivery of employment servicesfor VR& C program participants. More than 450
DV OP specialists received training to acquire a better understanding of the VR& C program
and to improve their skills for providing individualized job development services to disabled
veteransin the VR&C program. DOL and VR&C initiated mutual effortsto ensure earlier
involvement of DVOP specialistsin individual veterans' career counseling, and
implementation of uniform reporting procedures was initiated. Outcomes of thisinitiative
seem to have depended upon the skill and efforts of individual staff members, in some states
working quite well and in others yielding very little demonstrable improvement. Different
reporting criteria and incompatible reporting systems remain a major obstacle to successful
interagency cooperation in serving a common client.

Restructuring Service Delivery

The Commission proposes a complete restructuring of the current veterans' employment
program in two ways. First, it recommends establishing two new programs focusing on case
management, marketing, and job search skills training—the Veterans' Case Manager (VCM)
program and the Veteran's Employment Facilitator (VEF) program. Second, the Commission
proposes revising the system of priority for services.

If everyoneisfirst priority, then no oneisfirst priority. The Commission proposes a
redirection of prioritiesto ensure priority service for veterans who most need assistancein
overcoming barriers to employment or who are making their transition to civilian life.

The mgjority of veterans of America’s all-volunteer military have marketable job skills
and are highly employable. They neither require nor will particularly benefit from staff-
intensive assistance. “The needs of most veterans will be met by giving them informed access
to high tech tools.”8” Priority of service for those veterans who need additional services
because they are making the transition to civilian life, or who have a service-connected
disability or other barrier to employment should be available through all federally funded
employment and training programs, not just the Wagner-Peyser funded public employment
service. With the exception of disabled veterans and veterans facing barriers, the Commission
has heard from numerous sources that this transition is generally completed within 4to 5 years
after leaving the military.s8

§7. SESA, p. 2.
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VCM Program:

The VCM program would provide case management services to disabled veterans and
veterans facing employment barriers. Recently separated veterans who are neither disabled
nor face employment barriers would receive primarily job search assistance to reinforce job
search skills taught in their preseparation TAP.

Case management is a client-centered, goal-oriented process to assess a veteran's need for
particular services and assist in obtaining them. After completing an initial assessment, the
VCM would be responsible for facilitating and managing the provision of specific servicesto
help the veteran overcome his or her difficulties in obtaining suitable employment.

For disabled veterans and veterans facing employment barriers, timely access to the full
array of job search assistance and training is paramount to ensure that they not only obtain a
job but that they are prepared to remain employed in anincreasingly volatile job market. VCM
staff would ensure that the special needs of individual veterans are identified and met through
intensive one-on-one personalized services provided by awide array of trained professionals.
Case management services can be grouped into six broad categories. assessment, job
development, job search assistance, tracking/monitoring, referral to training services, and
referral to supportive services.

As previously noted, the proposed alternative method of service delivery would represent a

changein both the population receiving veterans employment services and in the servicesthey
receive.

VEF Program:
The sole duties of the VEF would be —
¢ Marketing servicemembers and veteransto local employers.
¢ Conducting TAP workshops.

The scope of the VEF position should be limited to these two functions to ensure that staff
resources are not eroded by other demands.

Historically, employers have been omitted from discussions regarding priority of service.
Y et only employers can offer ajob, and thus, only employers can give veterans preference in
hiring. According to The Gallup Organization survey only 26 percent of employers actively
recruit veterans.8® Teaching a servicemember/veteran how to find ajob (through TAP
services) and marketing veterans to employers (creating a demand for veteran applicants) are
two key components to ensuring that veterans obtain jobs after separation from the military.
Successful local marketing requires someone familiar with both local employers and
employment trends. Both of these functions, facilitating TAP workshops and marketing to
local employers, require similar skills and, therefore, are easily combined into one position.

88. SESA, p. 3.
89. The Gallup Organization, National Survey of Employers Concerning the Hiring and Job Performance of
Veterans of the United States Military, December 4, 1998, p. 16.
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FINDINGS

"We need to consider government’ srole in providing labor market information, job
placement services, and job training. These (veteran-specific) programswereinitiated in 1945
and were created, obvioudly, for adifferent era, economy, and worker. Federal job training
programs are rooted in the 1960's and affect such a small percentage of the population. We
need to rethink the government’ srole in providing labor market, job training and placement

services that consider today's technology and the growth of the private sector in these areas."%

Veterans who have a service-connected disability, face employment barriers, or are
recently separated from active duty have the greatest need for intensive, individualized
employment services. However, these veterans frequently do not receive the services they
need or desire because:-

*

Thelaw givesapriority to Vietnam-era veterans who, as a class, average more than 50
years of age and whose 1997 average annual unemployment rate was 3.1 percent—
lower than all veterans (3.4 percent), young veterans 20 to 24 years of age (10.6
percent), and veterans 35 to 39 years of age (5.1 percent).9!

Veterans' employment services are provided in accordance with prescriptive and
inflexible process-oriented provisions that have become obsol ete as employment
service delivery methods have evolved.

DVOP and LVER staff devote the majority of their timeto veterans who need minimal
assistance (because they are job ready), but fewer than 1 percent of veterans seeking
employment assistance receive intensive one-on-one case-managed assi stance.

Veterans' employment services are funded through noncompetitively awarded grants
with no real accountability for actual employment outcomes or cost-effective
administration. SESA grantees vary widely in administrative costs, with these costs
exceeding 25 percent in about half of the states, indicating that there are unrealized
opportunities for reducing administrative costs. Unnecessary administrative costs
result in reduced servicesto veterans. Program performance also varies widely among
states, with placement rates for veterans ranging from 6 to 48 percent.

The current employment services priorities fail to focus on veterans most in need of
assistance.

Employment services to veterans are of questionable value and would be improved if

o Thegrantsfor providing those services were awarded state by state on a
competitive basis.

o The grantees were given flexible and nonprescriptive direction to provide job-
seeking skills; job development and referral servicesto disabled veterans, veterans
facing employment barriers, and recently separated veterans; and to facilitate TAP
workshops and market veterans' employment to local employers.

9. Carol D'Amico, Senior Fellow, Hudson Institute, Forecasts for the 21st Century Roundtable, January 15,

1998.

91. Department of Labor, Bureau of Labor Statistics, Employment status of persons by veterans status, Average

Annual 1997 (based on CPS), Table 1.
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¢ Service providers would provide better service if they were accountable for clear
outcomes-based performance standards and the cost-effectiveness of their operations.

¢ Although the DVOP and LVER programs were created separately for different
purposes, thereis, in fact, little difference in the day-to-day customer service provided
to veterans by the staffs of these programs. DVOP and LV ER staff spend most of their
time on two tasks: (1) intake and assessment and (2) job search and referral.

¢ The employment search needs of many job-ready veterans could be met primarily
through electronic information systems. Such systems are increasingly important to
labor exchange programs for providing timely employment services.

¢ Employers, the silent partners in the employment equation, are not averse to hiring
veteransif thereis an easy way to locate qualified veteran applicants. Only 10 percent
of employers know to contact the State Employment Service to locate job seekers who
are veterans.?

¢ VA'sVR&C program does not have effective systemsin place to send disabled
veterans to on-the-job training, provide them with job-seeking skills training, and help
program participants find suitable employment. Nor does the program have an
effective way to measure employment outcomes.

¢ Veterans employment performance measurements reported by state ES officesand the
SESAs are dramatically inconsistent with data reported by BLS. Good program
management and policy decisions require reliable and consistent data.

¢ Veteransare not just another special interest group deserving of a special employment
program. Veterans are a diverse group of individuals who have served their country
and who have diverse transitional employment and training needs.

¢ National policy must, therefore, ensure that these needs can be met through the full
array of all federally funded employment and training programs.

RECOMMENDATIONS

That the Congress enact legislation to —

¢ Establish an employment and training service priority for veterans who have a service-
connected disability, face employment barriers, or are recently separated from active
duty in all federally funded employment and training programs for which they are
eligible. Disabled veterans would have alifetime priority for employment and training
services. Veterans facing employment barriers would have an employment service
priority for aslong astheir barriers persisted. Veterans who were recently separated
from the Armed Forces would have an employment and training service priority for 4
years from date of discharge or release.

¢ Replacethe DVOP and LVER programs with —

o A new VCM program to provide job-seeking skills, job development, and referral
services to disabled veterans, veterans facing employment barriers, and recently
separated veterans.

92. The Gallup Organization, National Survey of Employers Concerning the Hiring and Job Performance of
Veterans of the United States Military, December 4, 1998, p. 21.
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o A new VEF program to facilitate TAP workshops and market veterans
employment to local employers.
Provide that grants or contracts for federally funded employment services for veterans
under the VCM program and the V EF program be competitively awarded by DOL on
a state-by-state basis so that the most cost-effective organizations provide services.
Establish clear employment outcome measures (such as veterans entered employment,
case-managed veterans entered employment, and veterans remaining employed for
each year up to 3 years after entering employment) for the competitively awarded
grants for the VCM Program.
Revise existing reporting requirements for process measures and relative performance
standards for determining compliance with requirements for providing employment
services to veterans.
Require that VA incorporate the same employment outcome measures in performance
measurement standards for the VR& C program.
Establish clear outcome measures (such as employer contacts resulting in the hiring of
veterans and satisfaction of TAP workshop participants) for the VEF program.
Require that case management and employment services now being provided to
VR& C participants by VA-funded contractors be provided by VCM staff as part of the
VCM program grant.
Require DOL to resolve significant discrepancies between the datafrom the BLS
biennial report on the Employment Situation of Vietnam-era Veterans and the VETS'
ETA 9002 Report regarding the number of veterans who use state job services.

BUDGET IMPLICATIONS - ISSUE 11.B

LSE-YEAN SAVINGS. .. oiitiitietieteite et eeeete et eeeseeeteste et e stesbeebeeaesbesbeebeessentestens $ 50 million
5-year cuMUIAtiVe SAVINGS.......ccouiiieiie ettt $268 million

Underlying Assumptions

*

VCM funding equivalent to 1,610 positions at average current cost of DV OP position.
o 1,156 for veterans with employment barriers.

o 284 for recently separated veterans.

o 170 for Chapter 31 program participants.

VEF funding equivalent to 552 positions at average current cost of LVER position.

o 340 positions for TAP workshop facilitation (two for every TAP site)

o 212 positions for marketing (one for every 100,000 veteransin civilian labor
force).

$16 million annual VA contractor savingsin VR&C.
Program funding inflated by 3 percent in outyears.
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ISSUE Il.C - MARKET VETERANS TO EMPLOYERS

Can the Federal Government create a more favorable job market for separating
servicemembers and recently separated veterans?

DISCUSSION

Background

Seven yearsinto a period of sustained economic expansion, the unemployment rate for
newly separated veterans remains comparatively high.

BL S unemployment data reveal that —

¢ Unemployment rates for male veterans aged 20 to 24 and 35 to 39, the ages when

most servicemembers separate or retire,
o Arehigher than rates for other veteran age cohorts.
o Arehigher than rates for similar nonveteran males.%4
¢ The median duration of unemployment was 7.2 weeks for veterans aged 20 to 24 and
10.1 weeks for veterans aged 35-39. 9%

Nevertheless, Dr. Carol D’ Amico, Senior Fellow at the Hudson Institute, told the
Commission that veterans have solid grounding in basic skills, are disciplined, have a
demonstrated positive work history, are highly motivated, and have shown an ability to
continually upgrade their skills.9

Analysis

The difficulty in correcting the disproportionately low employment seen in newly
separated veterans may have its origins in the gap that is sometimes said to be appearing
between the military services and American society. In arecent article published in the
National Journal, General John M. Shalikashvili, retired Chairman of the Joint Chiefs, was
guoted as saying, “| share deeply the concern that we are living through a period when the gap
between the American people and their military is getting wider. It's not just amatter of fewer
and fewer Congressmen and Senators having military experience. The same phenomenon
existsin any roomful of bankers, or college presidents, or other opinion-shapers.” 97

This growing lack of civilian understanding of military life and the attributes of those who
successfully complete military service may explain why many employers do not consciously
think about hiring servicemembers and veterans.

93. DOL, Bureau of Labor Statistics, Table 1 (part of an unpublished table package), Employment Status of Per-
sons by Veteran Status, Average Annual 1995, 1996, and 1997.

%. 1bid.

9. DOL, Bureau of Labor Statistics, Table 5: Duration of Unemployment, Average Annual 1995, 1996, 1997.,

9. Carol D’ Amico, Senior Fellow, Hudson Institute, written remarks, Forecast for the 21 Century Roundtable,
January 15, 1998.

97Kitfield, James. A Few Good Men, National Journal, June 13, 1998, pp. 1350-1358.
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Unemployment, however, is much more than a person not working. Nationally, it
represents lost productivity and lost tax revenue that cannot be recouped. For many
individuals, unemployment brings lost income, periods without healthcare coverage, increased
family stress, and diminished self-esteem.

Regardless of the many reasons why veterans are unemployed, only employers have the
ability to offer jobs. It isthe sense of the Commission that employers would be more likely to
seek out veterans as potential employees and to hire them when they apply for jobsiif they
knew the personal attributes and worker characteristics that veterans must develop to
successfully complete their military service. Each employer who understands that hiring a
veteran is agood business decision will create more job opportunitiesfor veterans and enhance
the likelihood for a successful transition to civilian life.

In the last decade, intermittent, ad hoc marketing of veterans to employers by DoD, DOL,
and VA achieved limited results. Those Departments each administer programs targeted to
assist specific constituencies (servicemembers, veterans, and disabled veterans) in obtaining
meaningful employment. However, ageneral and persistent lack of awareness among
employers as to where and how to recruit servicemembers and veterans hamper their efforts.

These assertions are well supported by The Gallup Organization's “National Survey of
Employers Concerning the Hiring and Job Performance of Veterans of the United States
Military” conducted during the summer of 1998. Almost three-quarters (74 percent) of all
employers surveyed reported that they had employed veterans.%

In contrast, but still supportive of the Commission’s observations The Gallup Organization
survey found that only about one-quarter (26 percent) of employers actively recruited
veterans.®® Again, larger companies tended to recruit veterans more actively than smaller
companies. The Gallup Organization asked employers who did not actively recruit veterans
“Why not?” The most common answer (29 percent) was that they did not gear recruiting
toward any specific group. The second most common response (21 percent) was that the
employer had never considered recruiting veterans,100

Thereis still another reason why most employers do not actively recruit veterans. They do
not know whereto look. When asked if they wanted to hire a veteran, did they know whom to
contact, most employers about two-fifths (42 percent) of them said they did. Of these
employers, almost half (48 percent) incorrectly identified the VA, and one-quarter (25 percent)
cited the local job service office in their state.

When asked what advantages and disadvantages veterans have compared with
nonveterans, employers were very hesitant to draw distinctions. Two-fifths (40 percent) of all
employers said that there was no single advantage veterans had over nonveterans and four-
fifths (80 percent) said veterans did not have any disadvantages compared with nonveterans.101

98. The Gallup Organization, National Survey of Employers Concerning the Hiring and Job Performance of
Veterans of the United States Military, December 4, 1998, p. 11.

9. |bid.

100.The Gallup Organization, Ibid. p. 16

101.The Gallup Organization, Ibid. pp. 38, 40.
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A sustained national marketing program directed at employers, coupled with the
development of an easily accessible source of information about qualified veteran applicants,
is needed to improve employment opportunities for servicemembers and veterans. An
ongoing, independent, presidentially- appointed, nonpartisan Veterans' Employment Network
(VEN), supported by minimal staff and contract marketing, could achieve this goal.

FINDINGS

Unemployment rates for veteransin certain age group who are recently separated from
active duty are higher than for their civilian counterparts.

Any effort to improve the employment status of veterans is dependent upon
employers, since only employers are in a position to hire veterans.

Thereis afundamental lack of awareness by civilian employers of the positive
personal and professional characteristics possessed by most servicemembers and
veterans. Previous attempts to inform the public and employers of these attributes
have been short-lived and limited.

Thereis also ageneral lack of awareness among employers of where and how to
recruit veteran applicants for civilian jobs.

A sustained national marketing program can favorably influence employer perceptions
of veterans, and hence hiring decisions. It would be particularly cost effectiveto target
the largest, 1 percent of employers, who employ one-half of all civilian employees.

RECOMMENDATIONS

That Congress enact legislation requiring the President to establish an independent
organization, the VEN, to —

*

*

*

Raise employer awareness of the advantages of hiring separating servicemembers and
recently separated veterans.

Facilitate the employment of separating servicemembers and veterans through
America s Career Kit, the national electronic labor exchange.

Direct and coordinate national, state, and local marketing initiatives.

Be led by a Board of Directors consisting of high-level individuals representing
constituencies integral to ensuring successful employment of servicemembers and
veterans. The Board of Directors should include, but not be limited to, representatives
from —

o Military Services and Joint Chiefs of Staff.

o Major national corporations.

o National business associations.

o National unions.

0 Representatives of state public labor exchanges.
|

National Veterans Services Organizations (V SOs) and Military Service
Organizations (MSOs).
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BUDGET IMPLICATIONS - ISSUE 11.C

LSty BAN COSES..vieiiitiitiitieiie ettt e e te ettt tesbe s be e e e e e beebeeaeeeesbesbesbeensentestens $10million
5-year CUMUIALIVE COSES.......oiiiiieiie ettt $52 million

Underlying Assumptions

¢ Annua cost of $7 million for contract support for design, production, and distribution.
Staff and operational annual cost of $2 million.

Board member and employer annual travel of $700,000.

VEF s $900,000 training cost for first 2 years.

Program funding inflated by 3 percent in outyears.

L IR JBR BN

ISSUE I1.D - TARGET ELECTRONIC EMPLOYMENT
ASSISTANCE

How can the emerging electronic labor marketplace be improved to better assist
servicemembers and veterans in finding civilian employment?

DISCUSSION
Background

Department of Labor

Thekey step in finding ajob is establishing alink between the individual seeking a job
and an employer with ajob tofill. Historically, the public employment service established this
link through the mediation of an ES employee who, based on his or her judgment of
appropriate matches, made the connection between the two. However, the labor exchange
processis evolving away from such mediated services toward facilitated servicesin which the
ES employee makes resumes and job listings available to employers and job seekers,
respectively, who then decide for themsel ves which matches are appropriate.

DOL has developed computerized databases to implement this facilitated job-matching
process. America's Career KitisaDOL platform of four integrated el ectronic programs that
form the emerging national electronic labor marketplace and on which enhanced electronic
services for veterans can be built. The four programs are —

¢ AJB, America's Job Bank, the largest and most frequently visited job bank on the

Internet. Every day 50,000 job seekersvisit AJB to view 1 million jobs on-line. On
any given day, 25,000 employers register jobs electronically on AJB.

¢ ATB, America's Taent Bank, where people can post their resumes electronically.

Employers regularly search this database to find suitable candidates, so one resume
posted on ATB can be seen by thousands of employers.
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¢ ACINet, America s Career InfoNet, which provides information about employment
trends — what occupations are growing, what occupations are shrinking, how much
different jobs pay, and what kind of training is needed to qualify for specific jobs.

¢ ALX, America' s Learning Exchange, which helps job seekers find the training they
need to prepare for a new career or to upgrade skills needed to progress up the career
ladder. Thisincludes already-developed education and training (technol ogy-based
materials, distance learning, and traditional courses), aswell as certification and
licensure information.

DOL isin the process of implementing several special featuresin both AJB and ATB
intended to enhance priority of serviceto veterans.

¢ Whileajobisinthe AJB gqueue (approximately a 24-hour period after ajob
announcement is posted and awaits approval by the state), veterans' employment
service providersin all DV OP specialists LVERS) can refer veteransto that job. When
the job moves from the AJB gqueue to on-line status, the software will automatically
refer qualified veterans.

¢ When employers request applicants from ATB, the software currently ranks veterans
ahead of equally qualified nonveterans. As asystem addition, veterans soon will be
ranked by veteran category (special disabled, Vietnam-era, disabled, and other eligible
veterans), and veteran status, by category, will be a mandatory part of registration data
for ATB.

¢ A sdf-help tutorial for converting descriptions of military skills to descriptions of
comparable civilian skills will be added.

¢ Federal contractor jobs currently are flagged for exclusive viewing by veterans
employment service providers. Planned system additions include a welcome screen
for AJB employers, seen immediately after sign-on, that will state, “Employers who
are federal contractors can find important information about their responsihilities by
clicking here.”

Department of Defense

DoD operates two automated systems to assist separating servicemembers in locating
civilian jobs. These programs predate the DOL programs just described.

¢ DORS, Defense Outplacement Referral Service, is an electronic resume system
available to separating servicemembers, spouses, and DoD civilians 180 days before
and 180 days after separation. Servicemembers may access DORS through computers
|located in 237 transition offices worldwide. In FY 1997, 60,000 resumes were entered
in DORS, 57,000 requests for resumes were made by 3,500 employers, and 1.9 million
resumes were referred.

¢ TBB, Transition Bulletin Board, is an electronic bulletin board where employers list
want ads, business opportunities, products and services, and employment events. TBB
can be accessed on-line. In FY 1997, 3,000 employers placed 90,000 want ads on
TBB.
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Department of Veterans Affairs

VA operates a program to assist disabled veterans:

¢ REVERE, Rehabilitated Veterans Employment Referral, is an electronic resume
system where disabled veterans can post mini-resumes. This program, implemented
in 1997, contains the resumes of approximately 600 disabled veterans.

Analysis

Timely information about job opportunitiesis crucial to successful job searches. Ina
survey of veterans who used the state-run ES, 39 percent reported that they did not receive
information about available jobs even though 88 percent wanted that information.102 These
statistics mean that more than one-third of the veterans who came to the local ES officein
search of employment left without receiving information about available jobs.

The public labor exchange is rapidly becoming dependent on Internet-based, self-service
programs; however, there is no one electronic location for employers and job-seeking veterans
to easily find each other. According to The Gallup Organization survey 22 percent of
employers use the Internet to recruit.203 Additionally 60 percent of employers stated that they
would likely use a veteran website to fill job openings at their company.104

Veterans’ and Servicemembers Internet Site (VASIS)

To improve the electronic labor marketplace for servicemembers and veterans, a new,
separate, specialized electronic site should be developed on DOL’s America’' s Career Kit. This
customized electronic site would give cosponsors (DoD, DOL/VETS, and VA) ownership and
provide employers and job seekers with easy access to each other on the national electronic
labor exchange system operated by DOL. Cosponsors would benefit from a greatly expanded
customer service base, reduced operational costs, and expanded marketplace access.

VASISwould be the one electronic location designed for both employers seeking veterans
and veterans seeking employment. VASIS would allow employer vacancies to be Internet
based, making information universally accessible for servicemembers and veterans. Job data
and resumes entered once would appear on both the VASIS and the AJB/ATB sites.

VASIS also would help satisfy a growing employer demand for qualified veteran
applicants resulting from a successful marketing program to employers. (The Commission
makes a separate recommendation regarding marketing to employers.) If employers find that
they can hire good employees using VASIS, they will increase the number of jobs they list.
This, in turn, will create even more job opportunities for servicemember and veteran job
seekers.

A customized veterans' site would offer several major new advantages to transitioning
servicemembers, veterans, and providers of employment service:

102\/ETS Customer Satisfaction Surveys: Employer and Veteran Users of the Job Service, April 28, 1995, p.
69.

103 The Gallup Organization, National Survey of Employers Concerning the Hiring and Job Performance of
Veterans of the United States Military, December 4, 1998, p. 30.

104.The Gallup Organization, Ibid. p. 52
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¢ Veterans and servicemembers would have immediate and seamless access to both the
employers who now use the DORS/TBB systems and to the several hundred thousand
employers who use AJB and its affiliated state systems. The number of jobs posted
and resume searches conducted by the AJB pool of employers currently exceeds
250,000 per month. That level of activity is projected to rise because of the popularity
of the Internet service and because of planned DOL and state marketing campaigns.

¢ Thecore AJB system is being programmed with a special service for veterans called
“instant referral.” This system would permit transitioning servicemembers to establish
one or more job search profiles and then have their resume automatically sent to an
employer whenever ajob matching their criteriais posted to the system. This service
would be extremely valuable to servicemembers stationed overseas or aboard ships
where there is a communications lag between the posting of ajob and its delivery to
the stand-alone system at their duty station.

¢ Cosponsoring agencies will have the advantage of ongoing technical development for
the basic America's Career Kit system financed by DOL. Asnew features are added
to the core system components (AJB, ATB, ACINet, and ALX), they will become
immediately available to the customized veterans' site. This development work has
been costing an averaging over of more than $5 million per year and has resulted in a
new or enhanced set of services every 6to 9 months. As part of the DOL electronic
platform, the cosponsors may suggest enhancements (to be financed by DOL) as part
of this ongoing development effort.

¢ Inaddition to using the customized site to find their first job, servicemembers and
veterans will be able to use the special services provided by the customized site and
the linked national/state services for equally critical second and third career
transitions. America' s Career Kit, and thus VASIS, is designed to encourage lifelong
career self-management.

¢ Because VASIS will encourage self-service by both job seekers who are veterans and
employers, more of the staff resources of co-sponsoring agencies' can be focused on
the servicemembers and veterans needing individual employment assistance.

¢ Cosponsoring agencies will be able to order labor market outcome dataon
servicemembers and veterans up to 5 years after they have separated from the military.
This service will provide awealth of empirical information about employment
programs’ performance, something that is not currently available.

¢ Creation of VASIS would empower servicemembers making the transition to civilian
life to take responsibility for their job search by giving them access to the data they
need for their pursuit of a suitable job. By combining data now maintained by three
different Departments, VASIS would give servicemembers and veterans one place to
go for seamless access to all of the relevant data maintained by the government.

FINDINGS

¢ DOL ETA ismaking great stridesin creating America sfirst national automated |abor
exchange. This platform has enormous potential for servicemembers, veterans, and
employers.
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¢ A veteran cannot obtain ajob unless he or she finds an employer with ajob opening.
An employer cannot hire aveteran unless he or she can find aveteran qualified for the
job that must be filled.

¢ A critical key to sustaining employer demand for veteran employeesis easy access to
apool of qualified veterans.

¢ Integrated electronic programs can empower program users (both veterans and
employers) by giving them access to job-matching services at their convenience and
on their time schedule, while eliminating the need for athird party to mediate the
exchange of data.

¢ America's Career Kit, established by DOL, is a set of integrated electronic programs
that can satisfy the need for job-matching services. A customized veterans' electronic
site on this electronic labor market information platform can satisfy the need for
specialized services for veterans and for employers seeking to hire veterans.

¢ Currently DoD, DOL, and VA each run their own electronic employment information
systems. Thereis no one place for employersto easily find servicemembers and
veterans seeking employment.

¢ VA'sVR&C program staff do not have electronic access to state-specific labor market
information.

RECOMMENDATIONS

Within180 days, DOL, DoD, and VA design, establish, and maintain a customized,
separate VASIS for servicemembers, veterans, and employers on DOL' s electronic platform.

That the departments also —

¢ Market VASISto employers, associations of employers, veterans, veterans' service
organizations, and military associations.
¢ Train employment service providers and servicemembersto use VASIS.

BUDGET IMPLICATIONS - ISSUE 11.D

LSE-YBAN COSES..uviiuiiieiiiitietieeeete ettt ettt e eae e b e be s be e e aesbeebeebeensestesrearas $0.4 million
5-year CUMUIBLIVE COSES.......ciiiiiriie ettt $0.6 million

Underlying Assumptions

¢ DOL/ETA will continue to make $5 million annual capital investments.

¢ DOL/VETS, DaD, and VA will shareinitial customizing costs of $400,000 and an
annual operational cost of $30,000.

¢ Operational costs have been inflated by 3 percent in outyears.
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ISSUE Il.E - IDENTIFY CREDENTIALING BARRIERS AND
OPPORTUNITIES

How can employment opportunitiesin professions requiring civilian credentials be
improved for servicemembers in related military occupations?

DISCUSSION

Background

Credentialing bodies devel op standards for entry into occupations that require standards of
professional and technical competence. The three principal forms of credentialing are
licensure, certification, and apprenticeship:

¢ Licensureisthe procedure by which a government agency authorizes someone to

engage in agiven occupation. The absence of alicense normally precludes the
practice of that occupation. Any number of qualifications may be considered to meet
licensing standards.

¢ Caertification isthe way a nongovernmental agency or association recognizes the
competence of an individual who has demonstrated certain predetermined
qualifications. Unlike licensure, certification usually is optional but may enhance an
individual's marketability to prospective employers.

¢ Apprenticeship, asaform of credentialing, providestraining in skilled, blue-collar

professions. These training programs normally result from cooperation between
organized labor and industry to guarantee a pool of qualified employees, but also may
be sponsored solely by the industry or union. Apprenticeships combine on-the-job
training with supplemental classroom instruction. In the private sector,
apprenticeships are usually local and often specific to a certain job market or
employer.

DoD’s comprehensive attempt to enhance servicemembers' ability to become credentialed
isthrough the Defense Activity for Non-Traditional Education Support (DANTES). DANTES
coordinates with civilian credentialing boards to develop agreements that grant military
officials the authority to administer certification and licensure exams. DANTES then provides
military personnel with access to these exams all over the world. DANTES has agreements
with more than 32 certification agencies and offers between 150 and 160 different certification
examinations. InFY 1997, DANTES directly funded 8,000 of the 25,200 exams administered.
Because DANTES' funding is uncertain after FY 1998, its ability to provide certification
opportunities for servicemembers may be in jeopardy.

Until recently, the impact of civilian credentialing on transitioning military personnel was
not well researched. In August 1997, DOL/VETS, through a grant to The American Legion,
published areport entitled Study of Civilian Licensure and Certification for Veterans.
According to the DOL study, 11 military occupations have federal licensure requirements, and
63 military occupations have state licensure requirements.195 This study concentrated on
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enlisted military occupational specialtiesin the healthcare and aircraft maintenance fields
having civilian equivalents subject to either licensure or certification. The DOL study
indicated civilian credentialing could pose a significant barrier to employment for
transitioning military personnel in these fields.

Commission Research:

The Commission identified an additional 75 enlisted military occupational specialtieswith
civilian counterparts having either licensure or certification requirements.1%¢ M ore than one-
third of transitioning military personnel are in occupations directly affected by licensure or
certification. The proportion of personnel subject to certification and licensure was 50 percent
or more in 4 of the 10 DoD-designated occupational areas.

Table 1 presents a BLS summary of information on credentialing requirements for those
enlisted civilian-equivalent occupations for which there is a direct correlation between the
occupational title of the civilian equivalent and the license or certification. For each
occupation included, the table shows the number and percentage of transitioning enlisted
military personnel in FY 1997 (shown as occupational |osses), the number of civilian jobs, and
the projected private sector growth. Occupations outside the healthcare and aircraft
maintenance fields with losses of more than 4,000 military personnel in 1997 were electronics
mechanic (8,241), engine maintenance mechanic (5,635), automobile mechanic (4,980), cook
(4,821), truck driver (4,123), and police officer (4,094).107

105.pynCorp with HuUmRRO, Sudy of Civilian Licensure and Certification for Veterans, August 19, 1997.

106.DynCorp, Barriersto Veterans' Employment Presented by Civilian Licensure and Certification, June 4,
1998, p. 14.

107.DynCorp, p. 13




CHAPTER Il - EMPLOYMENT AND TRAINING

Table -1

Summary of Credentialing Requirements for Top 20 Enlisted Civilian Equivalent Occupations

Enlisted Civilian- Federal State National Occu- Occupational | Occupational No. of Projected
Equivalent Licensure | Licensure | Certification | pational Losses as a Losses as a Jobs 1996 | Percentage
Occupational Title Losses Percentage of | Percentage of | (thousands Change
Total Losses | Total Enlisted ) (1996-2006)
w/ Losses
Credentialed
Civilian

Equivalents
Airframe & Powerplant X 10,122 12.48 471 137 13.2
Mechanic
Electronics Mechanic X 8,241 10.16 3.83 562 11.7
Maintenance X 5,635 6.95 2.62 45 7.1
Mechanic, Engine
Automobile Mechanic X X 4,980 6.14 2.32 775 124
Cook X 4,821 5.94 2.24 435 4.7
Radiotelephone X 4,194 5.17 1.95 9 337
Operator
Medical Assistant X 4,183 5.16 1.95 225 74.0
Truck Driver X 4,123 5.08 1.92 3,050 145
Police Officer X X 4,094 5.05 1.90 413 17.8
Able Seaman X 3,384 417 157 22 -6.2
Electrician X X 2,981 3.68 1.39 575 9.1
Emergency Medical X 2,618 3.23 122 150 451
Technician
Computer Operator X 2,419 2.98 112 291 -32.1
Guard, Security X X 1,867 2.30 0.87 955 231
Radio Officer X 1,766 2.18 0.82 See Radiotelephone Op
Fire Fighter X X 1,661 2.05 0.77 225 6.1
Aircraft Body Repairer X 1,463 1.80 0.68 225 128
Dental Assistant X X 970 1.20 0.45 202 38.1
Air Traffic Control X 967 1.19 0.45 29 -0.3
Specialist, Tower
Personnel Recruiter X 748 0.92 0.35 328 17.9
Total 6 8 12 71,237 87.83 33.13 8,653

It isimportant to note that although individual military occupational specialties are classified in only one area, their
civilian equivalent occupations may be found in several. Asan example, in Table 1 the single category of electrician
has six separate civilian equivalents.

Forty-seven credentialed civilian-equivalent occupations were identified by the Commission as having national
certification requirements.108 As noted previoudly, certification istypically considered an optional credential that does
not necessarily bar entry to employment in the same way that licensure does. In recent years, however, the number of

108.DynCorp, Barriersto Veterans' Employment Presented by Civilian Licensure and Certification, Appendix F, June 4, 1998.
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occupations for which certification is available has increased steadily. People often seek the
prestige associated with certification. Consumers also may seek practitioners who are
certified. Even if certification does not bar entry into afield, the lack of that credential may
hinder career advancement.

Moreover a growing trend has appeared among state licensing bodies to require
individuals to pass a national exam given by a certifying body in order to obtain alicense. In
those occupations, the state, in effect, isrequiring certification. An example would be the
mandating by some states of an Automotive Service Excellence certification beforealicenseis
issued in the field of automotive repair.

Members of the Armed Forces, primarily sailors and Marines, have opportunities to enter
apprenticeship programs certified by DOL. More than 41,000 servicemembersin 94 trades
participate in the Navy’'s National Apprenticeship Program (NNAP). Almost 3,000 marines
are enrolled in apprenticeships in 27 trades. To ensure that sailors get earn proper credit for
their work, the Navy automated its logbooks to permit the tracking of both program
participation and outcome. The Marines recently expanded their program, using the Navy's
administrative capability.

The Navy has |earned that apprenticeship enhances retention. Thereis a 78-percent
reenlistment rate for participants in the Navy’s apprenticeship program. The apprenticeship
program has been afocus of the Navy’s recruiting efforts, and the NNAP is featured on its
Web page.

The Army terminated its apprenticeship program, finding that it was not practical,
partially because of the administrative burden associated with documenting apprenticeship
hours. As an alternative, the Army has moved forward with testing its Occupational Degree
Program which awards college credit for work experience. The Air Force uses its Community
College of the Air Forcein lieu of apprenticeship programs.

Analysis

Education, training, and experience obtained by military personnel not only provide
tangible benefits for the Nation’s defense but also can make a significant contribution to a
skilled civilian workforce. Recruits often enlist in the military to improve their future
prospects for civilian employment. Servicemembers expect to be able to use skills gained
during military service when they reenter the civilian labor market. Civilian credentialing
requirements, however, can be amajor obstacle. The inability of transitioning military
personnel to meet civilian credentialing standards can, among other things, delay entry into the
first civilian job, hinder achievement of full civilian employment potential, and impede career
advancement.

A number of steps can be taken to better prepare servicemembers to meet civilian
credentialing requirements. Information about the credentialing requirements for civilian
counterparts of military occupations could be disseminated throughout an individual’ s military
career, starting with initial skillstraining. During thetransition period, that information should
bereinforced. Aninitial briefing on credentialing requirements at the time of separation istoo
late to be effective. The earlier military personnel are informed of credentialing requirements,
the more time they have to prepare for meeting civilian standards. With credentialsin hand,
newly separated veterans would be more marketable in the workplace.
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DANTES, credentialing efforts are a step in theright direction. DoD should capitalize on
credentialing information already offered on America’ s Learning Exchange (ALX) at DOL’s
America s Career Kit web site. DOL is now developing ALX and needs to ensure that this
web site contains relevant information on occupational standards.

Another option isto conform military training programs more closely to training
requirements for civilian-equivalent occupations. For example, a number of military
healthcare training programs are accredited by civilian authorities, making it relatively easy for
individuals completing these programs to become credentialed. The Commission believes it
may be possible to adapt other training to civilian credentialing requirements without
significant disruption to military requirements.

However, the mission-specific objectives of certain military occupational training may
make it impractical to modify some training to meet civilian requirements. Training
commands must determine the fields in which training that meets civilian credentialing
requirements would be feasible and practical, from both
amission and cost perspective. " —

Closer coordination between DoD and DOL is Education, traini ng, and
needed to ensure that the training veterans receive experience obtained by

through military apprenticeship programsisrecognized mj| itary personnel not 0n|y

for purposes of establishing civilian journeyman status. . . .
National military apprenticeships can be considered provi de tangl ble benefits

successful only if their participants are accorded for the Nation’sdefense but
journeyman status in the private sector. Recently an also can make a significant
informal Joint Apprenticeship Steering Committee contribution to a skilled
(JASC) was established to bring together all branchesof ~

military service, DOL’s Bureau of Apprenticeshipand ~ CiVilian workforce.

Training (BAT), and private sector apprenticeship

sponsors. At the Commission’s June 4, 1998, roundtable on national military apprenticeship,
representatives from the Services recommended that the JASC be formalized and meet
regularly. The Commission believesthisisagood idea. The JASC could provide guidancein
making military apprenticeships comparable to training received in the private sector.

It isimportant that BAT actively work to keep private sector apprenticeship sponsors
informed of the extent and quality of military apprenticeships. BAT directly oversees
apprenticeship programs in 23 states and provides direct support to State Apprenticeship
Councilsin 27. These relationships put BAT in a position to increase the understanding of
military apprenticeships by both organized labor and industry.

It would be helpful if DoD and DOL joined with the private sector to develop a glossary
that would easily translate military experience and training into civilian nomenclature. Such
crosswalk information would enable employers to better appreciate the important skills that
veterans bring to the workplace.

Finally, credentialing boards should be provided with information about available
documentation describing military training and experience. Many credentialing boards are
unaware that such official documentation exists. If they were more familiar with the types of
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formal documentation available, such as the Certification of Release (DD 214) and the VMET
Document (DD 2586), credentialing boards would be more likely to credit military training
and experience.

More needs to be known about the extent to which military occupations outside of the
healthcare and aircraft maintenance fields have civilian counterparts requiring credentials and
the degree to which these requirements present employment barriers for transitioning
servicemembers needs further development. The Commission believes that additional
research into specific credentialing requirementsis called for. Additional findings would
enable Congress to address the true impact of certification and licensure on military personnel
in specific career fields.

FINDINGS

The civilian sector increasingly relies on credentialing to regulate entry into an
occupation and to promote accountability for performance and public safety.

More than one-third of separating enlisted personnel are in military occupations that
have civilian equivalents with credentialing requirements.

Civilian credentialing can present asignificant barrier to employment for transitioning
military personnel. Not only can it delay entry into employment, but also it can
significantly impede career advancement.

Improving the ability of military personnel to become credentialed while on active
duty would greatly enhance their chances of entering the civilian workforce
immediately upon discharge or separation.

RECOMMENDATIONS

That the Department of Defense —

*

*

Inform servicemembers of licensure, certification, and apprenticeship requirements
during initial skillstraining and throughout their military careers.

Stay abreast of civilian credentialing standards and update the military occupational
crosswalk information so that military experience and training can be translated more
easily into civilian nomenclature.

Determine the military occupations for which it is feasible to meet civilian
credentialing requirements.

Modify the VMET Document (DD 2586) to reflect the activities of servicemembers
that are relevant to certification, licensure, and apprenticeship.

Fund DANTES at alevel that will ensure continuing credentialing opportunities for
servicemembers. Consider increasing the funding to expand the number of exams
available.

That the Department of Labor —

*

*

Increase electronic information available on ALX regarding credentialing
requirements.

Ensure private sector apprenticeship sponsors are knowledgeable about and
understand the quality of military apprenticeship training.
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¢ Inconjunction with DoD and VA, determine the extent to which credentialing
requirements present employment barriers for transitioning military personnel in
occupations outside of the healthcare and aircraft maintenance fields.

That the Departments of Defense and Labor —
¢ Formalize and maintain the Joint Apprenticeship Steering Committee.

¢ Provide civilian credentialing boards with information about available documentation
describing military training and experience.

BUDGET IMPLICATIONS - ISSUE II1.E

LSty BAN COSES....viiuiiuietiitiitieiecte ettt ee et st te et e be e be e e st e sbeebeebesbesbesaeennenbe e $0.5 million
5-year CUMUIBLIVE COSES......cciuiiiiiie ettt e snee $0.5 million

Underlying Assumptions

¢ $250,000 for focus groups.
¢ $200,000 for further study.
¢ All other costs covered by existing appropriations.

ISSUE Il.F - INCREASE ACCESS TO FEDERAL VETERANS'
TRAINING PROGRAMS

How can employment training for veterans under Part | V-C of the Job Training
Partnership Act (JTPA) be made more equitable?

DISCUSSION

Background

Public Law 105-220, the Workforce Investment Act of 1998, signed by the President on
August 7, 1998, repeals JTPA effective July 1, 2000, and, in section 168, creates a Veterans'
Workforce Investment Program (VWIP). Essentially, VWIP isthe successor to the JTPA 1V-C
program. VWIP is authorized for not less than $7.3 million for each year from FY 1999
through FY 2003. The following discussion and recommendations, while addressed to the
JTPA IV-C program, are equally relevant to VWIP.

Historically, federal job-training funding earmarked for veterans has been allotted to the
DOL/VETS under Part IV-C of JTPA.19 For PYs 1996 and 1997, DOL/VETS was allotted
$7.3 million for the JTPA IV-C program.

10929 U.S.C. sec. 1721.
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The statutory intent of JTPA 1V-C isto meet the employment and training needs of
service-connected disabled veterans, Vietnam-era veterans, and recently separated veterans.
(VWIP expands targeted group coverage by deleting “Vietnam-era veterans’ and substituting
“veterans who served on active duty in the armed forces during awar or in a campaign or
expedition for which a campaign badge has been authorized.”) The employment and training
services offered to each program participant are individually designed to overcome identified
employment barriers and facilitate an unsubsidized job placement that meets the participant’s
minimum economic needs. 110

Prior to PY 1994, every state received formula-driven JTPA |V-C grants annually.
Because each state' s all ocation was small, approximately $40,000 for most states, a significant
portion of this extremely limited pool of training funds was consumed by overhead rather than
used to fund training.

In PY 1994, VETS changed the JTPA |V-C fund distribution processto one of competitive
two2-year grants. Under the new arrangement, afew states with the best proposed projects
would receive alarge enough allocation of funds to administer a meaningful program at a
reasonable overhead cost. Fourteen competitive grants ranging from $200,000 to $850,000
wereissued for PYs 1994 and 1995; 12 were issued for PYs 1996 and 1997.111 The 1994
initiative increased the proportion of funds available for training by reducing administrative
costs, ensured that the very best state proposals were funded, and enabled increased leveraging
of matching funds.

Although these results are highly desirable and have improved program effectivenessin
states receiving grant awards, 38 states now have no access to veterans' training funds. At a
hearing in Denver, the Commission listened to a number of DVOP and LVER staff in states
without access to JTPA 1V-C training funds as they spoke of the difficulty of getting veterans
placed into training who are not job ready.112 The Commission is concerned that 16 of the 18
states!!3 with the largest veterans' population!i4 are among the 38 without accessto JTPA IV-C
training funds, as indicated in the chart below —

110.U.S Department of Labor Program Highlights, Fact Sheet OASVET No. 96-6.

111] etter from Assistant Secretary Espiridion Borrego to the Commission, March 24, 1998.

112Commission on Servicemembers and V eterans Transition Assistance, Colorado Trip Report, December 8-
9, 1997.

113Borrego, March 24, 1998.

114.DOL, Bureau of Labor Statistics, Table 10C, Employment Status by State and Veteran Status 1997 (Annual
Average).
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Table-2
State Number of Rank by Veterans in Rank by JTPA IV C Grant
Returning Returning Labor Force Veterans in Award PY 1997
Veterans PY Veterans 1997 Labor Force
1996
California 18,929 1 1,389,000 1 -
Texas 18,922 2 1,011,000 2 $850,000
Florida 14,586 3 794,000 3 -
Virginia 11,597 4 424,000 10 -
Georgia 8,539 5 444,000 9 -
North Carolina 8,373 6 416,000 11 -
Ohio 7,589 7 674,000 4 -
New York 7,322 8 673,000 5 -
llinois 6,649 9 590,000 7 -
Washington 6,595 10 396,000 12 -
Pennsylvania 6,460 11 662,000 6 -
Michigan 5,748 12 459,000 8 -
Maryland 4,728 13 298,000 18 -
Colorado 4,678 14 266,000 21 -
Tennessee 4,435 15 326,000 16 -
Alabama 4,407 16 221,000 25 $438,000
Oklahoma 3,679 21 205,000 27 $600,000
Indiana 3,597 22 339,000 14 $611,000
Massachusetts 2,449 26 291,000 19 $848,000
Nevada 1,687 33 117,000 33 $250,000
lowa 1,597 34 179,000 29 $406,000
Hawaii 1,358 37 64,000 42 $200,000
Maine 1,159 39 95,000 37 $578,000
Utah 1,113 40 92,000 39 $358,000
Idaho 1,000 41 74,000 41 $242,000
North Dakota 601 47 40,000 48 $459,000
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Analysis

Alternative for Funding Distribution

It isimportant to note that veterans, unless they are also dislocated veterans, young
veterans, or eligible for some other priority, may not get the training needed to be ready for
employment. Of more than 100,000 veterans assessed as needing training to become gainfully
employed, existing programs could enroll only 19,000.

DOL should implement a policy change that would make JTPA 1V-C and VWIP training
funds available to veterans nationwide through a national funding pool similar to that used for
distributing training funds authorized by the Service Members Occupational Training Act.
This change in how program funds are distributed could be accomplished administratively.

Funds allotted to the JTPA 1V-C/VWIP programs would be obligated to an administrative
entity (astate or nonprofit organization) that would make distribution from a national training
fund pool. Veterans' employment service providers (currently DVOP and LVER staff) in all
states could write training contracts for individual veterans until the pool of funds was
exhausted. Thiswould ensure equitable access to JTPA 1V-C/VWIP training funds for all
eligible veterans, regardless of state residence. At the beginning of each program year, the
funding pool would be replenished with new program funds. Training providers would submit
their invoices for payment to the central administrator of the funding pool.

A national JTPA IV-C/VWIP fund would —

¢ Makeédligible veterans, rather than training program operators, the focus of the JTPA

IV-C/VWIP programs and give al eligible veterans equal accessto veterans' job
training.

¢ Reduce administrative overhead costs, thereby increasing funds available for training.

¢ Reducefederal staff workload in grant administration from 12 grantsto 1.

¢ Create the opportunity for a unified national reporting system of program outcomes.

FINDINGS

¢ Veterans continue to need the special job training services that JTPA |V-C funds.

¢ Thecurrent process for allocating veterans' job training funding excludes 81 percent
of the veteransin the civilian labor force from access to JTPA |1V-C-funded job
training, the primary program for veteran-specific job training.

¢ DOL estimates that more than 80,000 veterans who need training to become gainfully
employed are precluded from receiving training under the current funding process.

¢ Veterans would have more equitable access to job training if funding were allocated
on anational basis to veterans, rather than to geographic jurisdictions and then to
program providers.

RECOMMENDATIONS

That Congress appropriate sufficient funds (approximately $32 million) to enable aviable
national veterans' training program.
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¢ That DOL make JTPA IV-C/VWIP training funds equitably available to al eligible
veterans through a competitively selected executive agent, either afederal, state, or
nonprofit organization with ability to disburse funds nationally. Under this system,
veterans employment service providersin all states (currently DVOP and LVER staff)
would write training contracts for individual veterans until the pool of funds was
exhausted. Training providers would submit their invoices for payment to the
executive agent administering the funding pool.

BUDGET IMPLICATIONS - ISSUE II.F

LSE-YBAN COSES...uviiviitiitietiite et ecte ettt e ete st e be et et e st e s be st e eat e besaeeae e e ereebe e $ 25 million
5-year CUMUIBLIVE COSES......ueeiiieiiiiecie ettt e $124 million

Underlying Assumptions

¢ Increased funding level is based on FY 1998 state grant proposals and universe of
veterans assessed as needing job training.
¢ Policy change regarding dispersal of program funds does not affect program funding.

ISSUE Il.G - PROVIDE INCENTIVES FOR FEDERAL
CONTRACTORS TO HIRE VETERANS

How can federal contractors be encouraged to hire more veterans?

DISCUSSION

Background

Current law1s requires that federal procurement contracts for $25,000 or more include a
requirement that the contractor take affirmative action to employ and advance in employment
those veterans who are qualified to do the job and who are special disabled veterans,116
veterans of the Vietham-era,17 or any other veterans who served on active duty during awar or
in acampaign or expedition for which a campaign badge has been authorized. These
contractors also must list all employment openings in their organization with the state

11538 U.S.C. § 4212.

11638 U.S.C. § 4211(1) defines “ special disabled veteran” as aveteran (1) rated by VA at 30 percent or more
disabled, (2) rated by VA at 10 or 20 percent disabled in the case of a veteran who has been determined to
have a serious employment handicap, or (3) a person who was discharged or released from active duty
because of a service-connected disability.

1738 U.S.C. § 4211(2) and 38 U.S.C. § 101(29), defines “veteran of the Vietnam era” as an eligible veteran
who served at least 1 day of active duty during the period that began August 5, 1964, and ended May 7,
1975. Veterans who were stationed in the Republic of Vietham during the period February 28, 1961,
through August 4, 1964, are also Vietnam-era veterans.
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employment service. Additionally, contractors must report annually to the DOL on the
number of their employees who are special disabled and Vietnam-era veterans; the total
number of new employees hired during the period of the report and the number of those
employees who are Vietnam-era or special disabled veterans; and the maximum number and
the minimum number of employees of the contractor during the period covered by the report.
DOL, inturn, reports annually to Congress on the number of complaints filed by special
disabled and Vietnam-era veterans against contractors for failing or refusing to comply with
this contract requirement. In FY 1997, DOL reported that 216 complaints were filed, 6 of
which were found, after an investigation, to be violations.118

As of October 31, 1998, no agency may obligate or expend appropriated funds to enter
into a contract with a contractor that did not meet its veterans' employment reporting
requirements the preceding fiscal year.119

Analysis

The average age of Vietham-eraveteransis 50. Most Vietham-era veterans were
discharged or released from active duty more than 25 years ago. Contractor hiring incentives
are no longer atransition benefit for these veterans and provide little assistance to most
recently separated veterans making their transition to civilian life today.

The affirmative action requirement does not have an effective enforcement mechanism.
DOL responds to complaints filed by veterans who believe that a contractor is not in
compliance. The program is complaint driven, rather than compliance oriented. The
Commission notes that a requirement to take affirmative action is not the ssme as a
requirement to hire. Nor doesit provide the same protections and benefits as a civil rights
statute. Turning down aveteran's employment application does not necessarily mean that the
contractor is not in compliance. Thisambiguity makes enforcement of the requirement
difficult.

DOL/ VETS notifies the Office of Federal Contract Compliance Programs (OFCCP)
annually of the federal contractors that have failed to filea VETS 100 form reporting the
number of special disabled and veterans of the Vietnam era hired in the past year.

In FY 1996 and FY 1997, 34,281 and 20,231 contractors, respectively, did not file their
required annual report (VETS 100 form). Accordingto VETS FY 1997 Annual Report to
Congress, "... the VETS 100 database shows that for the reporting period ending March 31,
1997, atotal of 161,271 federal contractor employee sites submitted a VETS 100 Report....
Reports submitted showed atotal of 55, 238 special disabled veterans and 1,147,179 Vietham-
era veterans noted as current employees." This means that these federal contractors had an
average of 2.9 special disabled veterans and 7.1 Vietnam-era veterans on their payrolls.

The Commission recoghizes the recent legislative prohibition on contracting with entities
not meeting reporting requirements.’2 This should help. However, the Commission believes
that an even better approach would be to provide federal contractors with an incentive to hire
veterans.

118.Department of Labor, Annual Report to Congress, 1997.
19.Pyplic Law 105-339, adding 31 U.S.C. § 1354.
120.Pyplic Law 105-339, adding 31 U.S.C. 1354.
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Instead of depending upon after-the-fact investigations of allegations that contractors have
failed to take a required action, the hiring of veterans could instead be included as part of the
past performance information that is evaluated when contractors compete for the award of
future contracts. Evaluation points would be given to firms with exceptional recordsfor hiring
veterans.

Today, as part of their subcontracting plan, contractors make a commitment to award a
certain percentage of the prime contract business to small business concerns, small
disadvantaged business concerns, and women-owned small business concerns. These
percentages usually range between 0 and 10 percent.

Prime contracts could include an analogous commitment to hire a specific percentage of
veterans when filling the prime contractors’ workforce.

Veteran employment, as a specific percentage of the subcontractor’ s workforce, could also
be made a requirement of the subcontracting plan.

The objective is to create an incentive through the competitive award process for
contractors to want to routinely hire veterans, particularly special disabled and recently
separated veterans, to earn points in the evaluation of future contract proposals. These points,
as part of the contractors' past performance rating, could be critical in determinations of
contract awards. The VETS-100 data suggest that few if any contractors would be eligible for
points based on past performance.

FINDINGS

¢ Prior to recent, but untested legislation, the law and regulations were ineffectivein
promoting veterans' employment with federal contractors.

¢ Although the new limitations on use of appropriated funds for contracts with entities
not meeting veterans' employment reporting reguirements hold promise, incentives
for hiring veterans are more likely than after-the-fact regulatory enforcement to
influence the hiring behavior of federal contractors.

¢ Veterans employment incentives for federal contractors should apply to all veterans,
particularly special disabled and recently separated veterans.

¢ The Departments of Defense, Veterans Affairs, and Labor have unique reasons to
promote the hiring of veterans. These agencies also are responsible for a significant
portion of all federal contracts awarded.

RECOMMENDATIONS

Congress should enact legislation to —
¢ Mandate that solicitations issued by the Departments of Defense, Veterans Affairs, or
Labor for the procurement, by contract or grant, of real or personal property or
nonpersonal services require offerorsto include—
o For purposes of evaluating past performance, a description of their program for
hiring and promoting qualified eligible veterans.
o Aspart of any required subcontracting plan, an affirmative commitment to hire
eligible veterans as a specific percentage of the workforce.
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¢ Providethat an offeror responding to a solicitation covered above will earn additional
evaluation credit based on the likelihood of meeting the subcontracting goal regarding
veterans as set out in its subcontracting plan.

¢ Provide that proposals found not to include an acceptable subcontracting plan will be
rejected.

¢ Amend the current affirmative action requirementsin section 4212 of title 38 to
substitute “recently separated veterans’ for “Vietham-era veterans’ and “disabled
veterans’ for “special disabled veterans.”

BUDGET IMPLICATIONS - ISSUE I1.G
None

Underlying Assumptions

¢ Recommendations do not impact level of effort regarding program administration.

ISSUE Il.H - IMPROVE EFFECTIVENESS OF THE
ADMINISTRATION AND OVERSIGHT OF VETERANS’
EMPLOYMENT AND TRAINING PROGRAMS

How can employment assistance for members of the Armed Forces and veterans be
improved through arestructuring of the administration and oversight of veterans' employment
and training programs?

DISCUSSION

Background

Veterans' employment programs began after World War | when the U.S. Employment
Service helped place returning veteransin civilian jobs.12t Since 1980 the DOL/VETS has
been headed by the Assistant Secretary of Labor for Veterans' Employment and Training.122

DOL/VETS primary responsibilitiesinclude —

¢ Administering veterans' employment program grants (totaling $157 million in FY

1998123) that fund nearly 3,000 state employment service DV OP specialists and
LVERs.

121.Judson MacLaury, “A Brief History of Veterans' Services in the Department of Labor,” May 31, 1996.

1238 U.S.C. § 4102A.
128VVETS Congressional Budget Request for FY 1999, p. 10.




CHAPTER Il - EMPLOYMENT AND TRAINING

¢ Administering JTPA IV-C grants'* (totaling $7.3 million for FY 1998) and, after July
1, 2000, successor veterans' workforce investment programs. The successor
programs, established by the Workforce Investment Act of 1998, will serve recently
separated and service-connected disabled veterans, veterans with significant barriers
to employment, and veterans of awar, campaign, or expedition.12> The new law
directs DOL/VETS to coordinate veterans' workforce investment programs with
related VA programs and activities,126 and authorizes not less than $7.3 million for
each FY from 1999 through 2003.127

¢ Administering homeless veterans' reintegration project grants ($3 million in FY
1998).128

¢ Administering employment and reemployment rights programs for uniformed
servicemembers.129

¢ Facilitating TAP workshops for separating servicemembers. DOL/VETS currently
authorizes states to allocate up to 5 percent of their veterans' employment state grants
for TAP workshop facilitation'3 and augments this allocation with a national contract
for supplemental facilitation ($1.5 million for FY 1998), as well as funding to
purchase and ship TAP materials (approximately $400,000 annually).
¢ Monitoring veterans' preference for federal employment, in cooperation with the
United States Office of Personnel Management (OPM).13t The Veterans Employment
Opportunities Act of 1998 requires the Secretary of Labor to investigate complaints of
alleged violations of veterans' preference rights to federal employment and attempt to
resolve them.132 The Commission assumes this responsibility will be delegated to
DOL/VETS.
¢ Supervising the listing of jobs by federal contractors and the subsequent referral's of
gualified veterans.133
¢ Administering a$2 million contract to operate the National Veterans' Training
Institute (NVTI), which provides training for federal and state employeesinvolved in
the direct delivery of employment and training related services to veterans.134
DOL/VETS s organized with national, regional (7), and state-level (52) offices. By
statute, the DOL/VETS' Deputy Assistant Secretary,135 Regional Administrators (after
1996),136 as well as state Directors and Assistant Directors for Veterans' Employment and

12429 U.S.C. § 1721 (Job Training Partnership Act, Title IV, Section C).
125pyblic Law 105-220, Sec. 168(a)(1) .

126.pyblic Law 105-220, Sec. 168(b)(2) .

127.pyblic Law 105-220Sec. 174(a) .

12842 U.S.C. § 11448 (Stewart B. McKinney Act as amended by the 105" Congress).
12038 U.S.C. Chapter 43.

13010 U.S.C. § 1144.

131.38 U.S.C. § 4103(c)(13).

1325 U.S.C. § 3330a(b) and (c).

13338 U.S.C. § 4103(c)(14).

13438 U.S.C. § 4109.

18538 U.S.C. § 4102A(a)(2).

136.38 U.S.C. § 4102A(e)(1).
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Training (DVETsand ADVETS),137 all must be veterans. In addition, DVET and ADVET
positions have a 2 year state residency requirement.38 Congress should immediately rescind
that residency requirement.

DOL/VETS operating budget for FY 1998 is $22.8 million, supporting 254 FTEE.139
Funding for DOL/VETS is derived from the Employment Security Administration account in
the Unemployment Trust Fund.140

VA also provides benefits and services for the readjustment of military personnel to
civilian life. Among those benefitsisthe VA vocational rehabilitation program for veterans
with service-connected disabilities. 141 1n 1980, Congress madeit clear that the purpose of this
program isto provide eligible veterans with the services and assistance necessary for them to
obtain and maintain suitable employment.142

VA provides one-on-one services through its 57 regional offices, with vocational
rehabilitation and counseling services also offered at 93 additional |ocations, plus itinerant
services though the use of VA staff and extensive contractual staff.143 In FY 1997, VA spent
$45 million to administer $424.6 million in vocational rehabilitation benefits. VA'sVR&C
Service had 709 FTEE in 1997.144

The effectiveness of DOL/VETS' relationship with VA's VR& C Service has varied
significantly from state to state for along time. 1n 1984, GA O reported mixed views about the
effectiveness of DV OP specialists,45 state employees hired from grants administered by DOL/
VETS. Insix of the eight VA regions reviewed by GAO, VR&C officials said that DVOP
specialists were generally ineffective in devel oping suitable jobs for rehabilitated veterans,
that they lacked the skills and training necessary to be effective employment specialists. In the
two other VA regions reviewed, however, VR& C officials told GAO that DV OP specialists
were helpful in providing employment assistance to rehabilitated veterans.

In 1992, GAO found that VA's relationship with DOL had produced only limited job
search assistancel# and, asin its 1984 report, that the coordination and relationships between
VA and DOL differed significantly from state to state.247 GAO recommended that an effective
working relationship be established between VA and DOL to provide job placement services
to disabled veterans.148

187.38 U.S.C. § 4103(b)(1).

138 bid.

IOVETS, p. 10.

140.Department of Labor Appropriations Act of 1997.

14138 U.S.C. Chapter 31.

14238 U.S.C. § 3100.

143 Jeffrey T. Goetz, Acting Director, Vocational Rehabilitation and Counseling Service, Testimony before the
Commission, June 23, 1997, pp. 243-244.

144\/ocational Rehabilitation and Counseling briefing materials for Commission hearing, June 23, 1997.

145.GAO Report: VA Can Provide More Employment Assistance To Veterans Who Complete Its Vocational
Rehabilitation Program, GAO/HRD-84-39, May 23, 1984, Appendix |, pp. 7-8.

146.GAO, Better VA Management Needed to Help Disabled Veterans Find Jobs, GAO/HRD-92-100, Septem-
ber 1992, pp. 13.

147.1hid., p. 18.

148.1hid., pp. 19-20.
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DOL/VETS and VA have aMemorandum of Understanding (MOU) committing them to
active cooperation and coordination in the operation of their complementary programs.149
However, officials from both DOL/VETS and the VR& C Service told the Commission that
local coordination between veterans' employment specialists and VR& C staff still is not
universally effective, but dependent on local personalities.150

Employers and veterans appear to be somewhat confused regarding the role of VA in
providing employment assistance. In The Gallup Organization's “National Survey of
Employers Concerning the Hiring and Job Performance of Veterans of the United States
Military”, when respondents were asked where they would go if they wanted to hire a veteran,
the most frequent answer (49 percent) was “the VA."151 |n practice, many people associate
veterans' employment programs with the VA and mistakenly contact the VA for employment
assistance.

Analysis

The Commission makes separate recommendations in this chapter for reforming the
operations of both the DOL and VA veterans’ employment assistance programs. Those
program recommendations, which are independent of this organizational recommendation,
reflect the Commission’ s dissatisfaction with program operations and outcomes. The
Commission is especially concerned with the low percentage of vocational rehabilitation
program participants being placed in suitable employment?52 and the low percentage of
veterans registering for jobs at state employment service offices who are placed through the
assistance of DOL-funded employment specialists.153

The Commission also has serious concerns about the effectiveness and efficiency of
program administration and oversight at DOL/VETS. DOL/VETS' leadership, however, says
that improvements will occur and has prepared a Strategic Plan for Fiscal Year 1997-2002.
The Commission has reservations about whether DOL/VETS, through its plan, will be able to
effect significant changes in the employment services it administers and oversees. The plan
does not address the precipitous drop in state-grant program performance from PY 1996 to
1997.154 On the other hand, as a considered aternative, the Commission has no assurance that
transfer of administrative responsibility and funding for veterans' employment and training
programs from DOL/VETS' to VA would result in the desired improvements.

Accordingly, the Commission believes that interim steps should be taken so that specific
program goals and outcome measures are agreed upon jointly by Congress and DOL, after
which a reasonable time must be allowed for DOL/VETS to meet those goals. At the outset,

149.DOL, Veterans' Program Letter Number 8-95, September 1, 1995.

150.Commission on Servicemembers and V eterans Transition Assistance, Meeting Summary, Veterans Employ-
ment and Training Service and Vocational Rehabilitation and Counseling, November 19, 1997.

151 The Gallup Organization, National Survey of Employers Concerning the Hiring and Job Performance of
Veterans of the United States Military, December 4, 1998, p. 21.

152.GA O, Vocational Rehabilitation: VA Continues to Place Few Disabled Veterans in Jobs, GAO/HEHS-96-
155, September 1996, p.2.

153.GAO, Veterans Employment and Training Services Provided by Labor Department Programs, GAO/HEHS-
98-7, October 1997, pp. 17-20 and 56-58.

154 DOL/VETS, Annual Report to Congress 1997.
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an independent auditor, such as GAO, must establish a baseline of agency performance for
assessing progress. After areasonabl e time-the Commission suggests 24 months—afollow-up,
independent audit of agency performance should be made to determine the degree of progress.
In conjunction with the follow-up audit, the independent auditor should also assess the
feasibility and desirability of consolidating into a single organization the administration of
employment and training programs for veterans at DOL/VETS and VR& C.

If adeguate progress is not made by DOL/VETS towards the agreed-upon goals within the
designated reasonabl e time, and the foll ow-up assessment determines that consolidation would
be feasible and desirable, Congress should consolidate DOL/VETS and the VA's VR&C
Service.

Such a consolidation could concentrate limited federal resourcesin a more efficient and
effective manner and allow veterans, particularly service-connected disabled veterans, to
receive a continuum of readjustment assistance from a single provider. Program monitoring
and coordination at the local level might be more effective under a single-agency program
manager, especialy if those services were housed in the same federal department that has
overall responsibility for veterans' employment.

Consolidating veterans' employment assistance state-grant programs with VR&C
programs would provide employers and veterans with one department for nearly all veterans
employment services. The Commission finds that divided responsibility for employment
assistance of disabled veterans leaves neither DOL nor VA fully and completely accountable
because neither has ultimate control over program success or failure. The Commission is
concerned that after thousands of dollars of VA benefits and services are spent helping prepare
service-connected disabled veterans to assume a productive position in the workplace, no
effective mechanism for job placement exits within VA. A disabled veteran’s transition from
the VA vocational rehabilitation program to DOL is often not smooth and some newly job-
ready veterans flounder or fall through the cracks when passed from one department to
another.1%5 The Commission believes that centralizing these veterans' services would
eliminate incomplete accountability for employment assistance of disabled veterans.

Veterans and employers would benefit from an increased marketing emphasis that would
result from areengineering of positionsin a consolidated activity. Staff would be able to
supplement a national marketing program by developing and administering an aggressive local
campaign to employers and the community.

Service delivery to veterans could be improved by redirecting resources from management
overhead positions to frontline staff positions without personnel requirements, such as
veterans' status, state residency, and functions prescribed by law.

By statute, aDVET or ADVET, at the time of appointment, must be a veteran who has
been a bonafide resident of the state for at least 2 years.15¢ The exception isthat if, in
appointing aDVET or ADVET for any state, the Secretary of Labor determinesthat thereisno
gualified veteran available who meets the residency requirement, the Secretary may appoint
any qualified veteran.’>” The Commission notes that this exception has never been invoked.

155. Drach, “Now’ sthe Time to Move VETS,” DAV Magazine, September 1989, pp. 2-3.
156. 38 U.S.C. § 4103(b)(1)(A).
157. 38 U.S.C. § 4103(b)(1)(B).
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The residency requirement blocks upward mobility for qualified professional staff. An
ADVET in one state cannot be promoted into a DVET position in another state. If aDVET
position becomes vacant in a state without an ADVET, that vacancy must be filled with
someone outside the agency, a person less knowledgeable than agency personnel about agency
programs.

The residency requirement precludes reassignment as a corrective action option for poorly
performing DVETSs. In 33 states without an ADVET position to which a poorly performing
DVET can be downgraded, DOL/VETS' management is left without adequate corrective
action tools for effective oversight of policy implementation and program performance.

Combining the Advisory Committee on Veterans' Employment and Training® with the
Veterans' Advisory Committee on Rehabilitation!>® would be alogical consequence of
consolidating DOL’ s responsibilities for veterans' employment and training services with VA's
responsibilities for vocational rehabilitation and counseling.

No benefit, however, would be gained by transferring the administrative responsibility for
the reemployment rights program to VA. Infact, atransfer of all VETS' staff to VA would
adversely affect the ability of OFCCP to enforce the statutory prohibition of employment
discrimination against veterans of the Vietnam era and special disabled veterans.16® OFCCP
now works closely with DOL/VETS in administering that enforcement responsibility. |If
responsibility and funding for the uniformed servicemembers' employment and reemployment
rights program and veterans' preference job advancement opportunities within the Federal
Government were to be transferred to OFCCP, together with up to 50 authorized positions, all
veterans' employment rights programs enforced by DOL might be strengthened. As
enforcement programs, veterans' reemployment and preference rights are different from DOL/
VETS' benefits programs. Because OFCCP is an enforcement agency within DOL already
administering aveterans' employment program, there would be a compatibility of program
focus. Additionally, the Commission notes that DOL investigators and attorneys have
acquired considerable expertise in administering this complex law.

FINDINGS

¢ The Commission found through discussions held with servicemembers at various
installations and recently discharged veterans, that employment assistance is the most
valuable service the Nation can provide to personnel transitioning from active duty to
the civilian workforce.

¢ DOL/VETS Srategic Plan for Fiscal Year 1997-2002 proposes only small,
incremental improvements to existing programs with no acknowledgement of current
problems or proposals to improve services through innovative administration.

¢ Job-seeking veterans are not now well served by programs established to help them
find employment:

158.38 U.S.C. § 4110.
159.38 U.S.C. §3121.
160.38 U.S.C. §4212.
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o Only one-fourth of veterans registering for jobs at state ES offices find
employment through the assistance of those offices. Most veterans served by an
ES veterans' employment representative do not receive training in job search
techniques or career counseling and many do not receive information about
available jobs. Veterans' employment specialists spend most of their time on job-
ready veterans while only 1 percent of all veterans, and fewer than 4 percent of
disabled veterans who come to the ES receive case management services.

o VA'sVR&C program is not achieving its statutory purpose of assisting service-
connected disabled veterans to become employable and to obtain and maintain
suitable employment.

MOUs between the DOL/VETS and VA have not provided job-seeking veterans with
the smooth transfer between agency services they need to become job ready and find
suitable employment. Veterans might be served better if most programs providing
them with direct services were consolidated into one organization. Divided
responsihility for veterans works against a comprehensive veterans' readjustment
program and leaves neither VA nor DOL fully accountable for outcomes. A single
organization could eliminate duplication in effort and redundant supervisory
overhead. A single organization also could eliminate gaps through which veterans can
fall.

Compliance with and enforcement of employment protections are functionally
different than direct employment services. Compliance and enforcement functions are
best placed in DOL, which is experienced in their administration.

The residency requirement is particularly restrictive and makes effective
administration and program monitoring difficult.

RECOMMENDATIONS

That Congress direct GAO to immediately conduct an organizational and
programmatic audit of DOL/VETS to establish a basis for future measurement of the
agency'’ s effectiveness in supporting employment services for veterans through DOL
programs.

That Congress and DOL, within 90 days of enactment, jointly agree on specific

desired improvements and appropriate outcome measures.

That Congress direct GAO to conduct a follow-up audit of DOL/VETS 24 months

after the desired improvements and outcome measures have been agreed upon to

determine—

o Thedegree of DOL/VETS' success in accomplishing the objectives.

o Thefeasihility and desirability of consolidating into a single organizational entity
the administration of veterans' employment and training programs now divided
between DOL/VETS and VA's VR&C.

If the GAO follow-up audit finds that DOL has made inadequate progress towards

identified goals as measured by agreed-upon outcomes and that a consolidation of

program administration would be feasible and desirable, that Congress enact
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legislation that would consolidate the direct employment and training programs now
administered by DOL/VETS and the VA's VR& C Service as a separate organization
within VBA for employment and training.

¢ Congress should immediately rescind the residency requirement for DOL/VETS
DVETsand ADVETSs.

BUDGET IMPLICATIONS - ISSUE II.H

None

Underlying Assumptions

¢ Implementation can be accomplished with existing staff and budget.

¢ Successful implementation will result in enhanced customer service and improved
program outcomes.

ISSUE Il.1 - IMPROVE EFFECTIVENESS OF THE VA
VOCATIONAL REHABILITATION PROGRAM

How can the placement of service-connected disabled veterans in suitable employment
through VA's VR& C Program be improved?

DISCUSSION

Background

VA's VR& C Program is intended to provide all services and assistance necessary for
service-connected disabled veteransto prepare for, obtain, and maintain suitable
employment.161. Numerous reviews and audits by GAO, VA's Inspector General (1G), aswell
asinternal VA reviews, have found that VA has failed to achieve these goals. Findings and
recommendations from the numerous program reviews include —

¢ Lack of strong central management and accountability for program results (GAO,
1980; |G Audit, 1988; Commission Roundtable, 1997).

¢ Lack of comprehensive rehabilitative services (GAO, 1980; Commission Roundtable,
1998).

¢ Lack of adequate program data (GAO, 1976, 1980, 1992, 1996; IG Audit 1988;
VR&C Design Team Report 1996; Commission Roundtable, 1998).

¢ The need to establish results-oriented goals and objectives for the program (GAO,
1980, 1997).

161.38 U.S.C., § 3100.
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¢ Theneedtoimplement at the regional office level the case -manager concept whereby
one person is assigned the responsibility and held accountable for aveteran’s case
from point of application through employment placement (GAO, 1980; Veterans
Advisory Committee on Rehabilitation, 1994, 1995; VR& C Design Team Report,
1996; Congressional Testimony, 1998).
¢ Failure by VA Regional Officesto offer rehabilitated veterans all the employment
services to which they are entitled under VA procedures (GAO, 1984; |G Audit 1988).
¢ VA focus on sending veterans to training, not employment (GAO, 1984, 1992, 1996;
VA Study, 1993; VR& C Design Team Report, 1996, Commission Roundtable 1997;
Commission site visit, — Denver 1997).
¢ Needfor VA to emphasize serving veterans with serious employment handicaps
(GAO, 1992; PVA meeting with Commissioners Wincup and Drach, 1997).
¢ Ineffective relationship between VA and ineffective DOL (GAO, 1984, GAO, 1992).
¢ Low successrate by program (IG Audit, 1988; GAO, 1996; VR& C Design Team
Report 1996).
¢ High attrition rate of program participants (GAO 1992; Design Team Report, 1996).
In August 1996, a VR& C Design Team of 17 VA employees, with the aid of a steering
committee and contractor expertise, submitted a report through the former Director of VR&C
Service to the former Undersecretary for Benefits. The report contained 15 recommendations
that, in the team’ s opinion, if implemented would significantly improve the VR& C program.
According to the Design Team’s Report (DTR), their recommendations fall into four broad
categories.
¢ Changing the culture of VR& C (to become more employment oriented).
¢ Implementing a strong marketing program.
¢ Streamlining business operations.
¢ Automating business practices.
By September 1998, the report had not yet been released to VR& C program stakeholders
and Design Team members were unaware of its status. According to VA, elements of the
report have been incorporated into its strategic planning business case.

Analysis

Ineffective Management

As noted above, VA's VR& C Program has attracted numerous, very critical studiesin the
past 18 years. Against this background the Commissioners were disappointed to learn from
current program managers that their business case, a strategic planning document for program
improvement, was scheduled for release in early 1998. It was released in August 1998.

Despite the studies, VA has achieved only limited progress toward implementing effective
solutions. Asthe vast majority of the well-documented problems are managerial in nature,
rather than policy related, it appears that ineffective management at the program level was not
the only factor responsible. Organizational neglect also played a part in allowing these critical
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problemsto persist for so long. Participants from both of the Commission Roundtables on
Vocational Rehabilitation referred to the lack of organizational support for the program, citing
VR&C' s difficulty in competing for personnel, equipment, and other resources.

In a1998 oversight hearing, GAO stated “VBA now has an opportunity to implement
recommendations it has failed to act on in the past. However, the concerns addressed in this
statement are long-standing, and sustained efforts will be needed to improve program
effectiveness.” 162

Necessary management actions include focusing on employment; improving marketing
materials; fully implementing a service delivery system in which one rehabilitation
professional is held accountable for a case from beginning to end. In addition to providing
staff development training in current vocational assessment techniques, management actions
include transferable work skills analysis and work readiness assessment tools; improving
partnerships with rehabilitation professional organizations; and implementing a national
resource allocation model. Unfortunately for disabled veterans, VA has failed to successfully
take action on these issues.

Failure to Focus on Employment

The vocational rehabilitation program has not focused on its mandate to place disabled
veterans in suitable employment. The program continues to concentrate its efforts on sending
veteransto training. According to VR& C 1997 management reports, approximately 87
percent of program participants are pursuing college-level training (including associate
degrees). An attrition study completed by the VR& C Design Team in 1996 revealed that large
numbers of participants dropped out of the program to get a job.163
The GAO reported in 1984, 1992, and again in 1996 that VA had

The vocational not properly focused the program on employment. Other sources,
including the |G in 1988 and the VR& C Design Team in 1996,

rehabilitation supported this finding. GAO officials stated that *despite a
program hasnot legisliative mandate enacted almost two decades ago that required
focused on its VBA to help program participants obtain suitable jobs and our prior

date to ol reports documenting VBA's limited success, we found that the
man aleto place vocational rehabilitation program has not emphasized employment
disabled veterans  services. Asaresult, the program has rehabilitated few disabled

in suitable veterans.”
empl oyment. Before Public Law 96-466 was enacted in 1980, the entire focus
of the program was completion of training. Employment was not an
areafor which staff was held accountable. Consequently, VA hasa
very strong and long-established mechanism to send veterans to institutions of higher learning,
apparently considered the ultimate training institution in the VR& C culture. However, VA
does not have similar mechanisms in place to enroll veterans easily in on-the-job training
arrangements or in job-seeking skills training, two areas in which placement research has
shown a strong correlation with successful employment.164

162. GAO, Vocational Rehabilitation, Opportunitiesto I mprove Effectiveness, GAO/T-HEHS-98-87, February 4,
1998, p.7.
163. \/R& C Design Team Report, Book 11, 1996, Environmental Scan, p. 9.
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Controversial Success Rate

The Comptroller General and the VA have long debated the success rate of the program.
The GAO reported in 1992 and in 1996 that fewer than 10 percent of veterans found eligible
for vocational rehabilitation services were rehabilitated. However, VA reported its success
rate as closer to 32 percent. The point in the application/rehabilitation process at which VA
begins to be held accountable for outcomes can explain the difference in the two rates. What
both VA and GAO can agree on is that the program needs to improve its employment services,
strategies, and expertise. VA hasinitiated steps to make improvements.

The program has achieved an increase in the number of veterans rehabilitated each year
since 1991. However, the number of successful outcomes (2,875 disabled veterans) was
extremely low in 1991. Even with an increase to 8,693 rehabilitated veteransin 1997, few
stakeholders believe the program is effective in placing disabled veteransin suitable
employment. Further, VA data on the increase in the number of rehabilitation cases does not
control for the broader definition of successful rehabilitation put into effect in 1993. This
broader definition includes veterans who obtained employment in an occupation closely
related to their original goal.

The Commission finds most disappointing VA's statement about outcome success rate as
stated in its 1999 budget submission to Congress. VA states that its outcome success rate, as
measured by suitable employment or achievement of independent living, will increase from a
52-percent outcome success rate in FY 1997 to 57 percent in FY 2003. This represents an
increase of 1 percent per year, agoa the Commission finds unambitious and lacking in the
sense of urgency that the current situation requires. In addition, the Commission believes that
suitable employment or (for certain very seriously disabled veterans) independent living are
the only outcome success rates that are meaningful. Finally, the Commission questions
whether the baseline of a 52-percent success rate is overstated because interim stepsin the
rehabilitation process (e.g., cessation of drinking for alcoholics) are included in the broad
definition of success.

FINDINGS

¢ Suitable employment is the definitive marker of a successful transition from military
serviceto civilian life. No Americans have ahigher call on the Nation’s resources for
the assistance necessary to achieve this goal than those veterans whose service-
connected disabilities have created barriers to suitable employment.

¢ VA'sVR&C program is not achieving its statutory purpose of assisting service-
connected disabled veterans to become employable and to obtain and maintain
suitable employment.

¢ VA management hasfailed to take actions such as—
o Focusing on employment.
o Improving marketing materials.

164. David Vandergoot and Victoria Wenzel, A Research Based Innovative Placement Program, American
Rehabilitation, Autumn 1990, pp. 2-7.
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o Fully implementing a service delivery system in which one rehabilitation
professional is held accountable for a case from beginning to end.

o Providing staff development training in current vocational assessment techniques,
to include transferable work skills analysis and work readiness assessment tools.

o Improving partnerships with rehabilitation professional organizations.
o Implementing a national resource allocation model.

The many persistent VR& C program problems are related not to policy, but rather to a
history of ineffective management and leadership support.

Congressional intent is clear and statutory policy changes are not needed. Aggressive
leadership within VA and VBA could resolve the vast mgjority of VR& C's problems.
The Commission recognizes the efforts of the current administration. However, the
Commission urges aggressive, decisive, and timely actions to assure Congressional
mandates are met.

RECOMMENDATIONS

That the Congressional Committees on Veterans' Affairs give the Secretary of
Veterans Affairs a 2-year probationary period for the Secretary to demonstrate
significant improvements in the VR& C program. Failure to achieve substantial
improvement in problem areas would result in Committee action on legislation to
allow the delivery of vocational rehabilitation services to be open for full competition
by outside entities.

The Committees should give program officials a period of 6 months to establish

baseline data and develop strategic plans for improvement. The remaining 18 months

could be used to develop pilot tests for solutions to long-standing problems, modifying
these solutions as necessary, and exporting these solutions for use on a national level.

The Committees should expect the Secretary to report demonstrable improvement in

the following areas:

o Theoverall number of program participants who obtain and maintain suitable
employment.

o The number of program participants with serious employment handicaps who
obtain and maintain suitable employment.

o Thenumber of veterans for whom an employment goal is not feasible who achieve
independent living.

o Theuse of on-the-job training opportunities.

o Customer satisfaction with the evaluation and planning and employment services
areas of the program.

o The sense of awareness and purpose of the VR& C program throughout the VA
organization, with particular emphasis on the Veterans Health Administration
(VHA), and organizations external to VA who have interest in or influence over
the program.
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o Theskill level of program service delivery staff in evaluation and planning (with
particular emphasis on transferable work skills analysis) and employment
services.

o Theoveral attrition rate of program participants who drop out of the program to
get ajob (program participants for this measure should be defined as those
service-connected disabled veterans who have signed an individual written
rehabilitation plan).

o Adeguate information technology support for the program so that the program can
easily provide, at both the local and corporate levels, credible program data. This
data to include case-cost and staff-time measurements (by disability percentage
rating), return-on—investment data, customer satisfaction, and all other data
necessary for program managers to monitor and evaluate the program’'s
effectiveness.

BUDGET IMPLICATIONS - ISSUE I1.1

None

Underlying Assumptions

¢ Recommendation does not contemplate changes in funding.

ISSUE I1.J - ELIMINATE DISINCENTIVES AND RESTRICTIONS
FOR RETIRED MEMBERS OF THE UNIFORMED SERVICES TO
OBTAIN FEDERAL CIVILIAN EMPLOYMENT

What economic disincentives and employment restrictions hamper retired members of the
uniformed servicesin obtaining federal employment, resulting in lost taxpayer investments?

DISCUSSION

Background

The Dual Compensation Act is the most arduous of the disincentives. Current law6>
reduces the retirement pay of aretired Regular officer while that officer receives afederal civil
service salary. Thereduction in retired pay, however, does not apply to —

¢ Retired Regular officers whose retirement is based on disability.

¢ Retired Regular officers employed temporarily, on any other part-time or intermittent

basis, for the first 30-day period the retiree receives asaary.

165. 5 U.S.C. § 5532.
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¢ Retired Reserve officers and retired enlisted members, unless their combined civilian

salary and military retired pay is equal to or greater than Executive Level V pay

($110,700).

¢ Thelaw also provides for exceptions approved on a case-by-case basis —

o Inexceptiona and unusual circumstances. These circumstances are specifically
limited to difficultiesin recruiting/retaining aqualified employee for a specific job
and to emergency conditions posing an immediate and direct threat to life or
property.

o For convenience of the government. The Commission notes that in mid-April
1998, the government announced it would allow selected computer experts to
return to government service and collect their full federal salary plustheir civil
service annuities or military retirement pay.

The Commission believes that the United States Code contains a number of other
economic disincentives and employment restrictions for retired members of the uniformed
services seeking federal employment. Among them are civil service leave accrual for retired
members of the uniformed services, a 180-day restriction on DoD employment of military
retirees, and maximum age limitations with respect to law enforcement and firefighter
occupations.

Retired members of the uniformed services who are federal employees are entitled to
credit active military service for leave accrual only under the following conditions:;166

¢ Retirement was based on disability resulting from injury or disease received in line of

duty as adirect result of armed conflict or caused by an instrumentality of war and

incurred in line of duty during a period or war.

¢ Servicewas performed in the Armed Forces during a period of war, or in a campaign

or expedition for which a campaign badge has been authorized.

¢ Retiree, on November 30, 1964, was employed in a position to which title 5 of the

United States Code applies and thereafter continued to be so employed without a break

in service of more than 30 days.

Retired members of the uniformed services may be employed as DoD civil service
employees within 180 days immediately after retirement only if the appropriate Service
Secretary authorizes the employment or a state of national emergency exists. This 180-day
restriction does not apply to civil service occupations with a critical shortage of employees.167

Additionally, the Federal Government has established a maximum age limit, generally 37
years of age, for an original appointment to alaw enforcement/firefighter position.168 The
apparent logic for the maximum hiring-age limitation isto ensure that only alert and physically
vigorous individuals are employed in positions whose duties are rigorous and stressful.
However, persons hired when less than 37 years of age are employed in these jobs for many
years, even decades, after passing that age. Obviously, there are better measures of mental and
physical capabilities than age.

166.5 U.S.C. § 6303.
167.5 U.S.C. § 3326.
168.5 U.S.C. § 3307 and § 8401.
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Analysis

Computer experts are not the only Regular officers with skills and experience that could be
put to good use in public service. The Commission believes the retirement pay reduction
requirement imposed by the Dual Compensation Act creates a disincentive to accepting
federal employment and thereby deprives the Federal Government of productive employees
with valuable skills and strong work ethics. Asfar back as 1977, a House Subcommittee
concluded that federal agency benefit when they hire retired officers with professional skills
that are in short supply and difficult to find in the civilian sector.169

Reform of this requirement would allow the Federal Government to attract more qualified
retired Regular officers. Additionally, it would assist retired Regular officersin their transition
to civilian life by expanding the opportunities available to them to put their talents and abilities
to work.

A complete analysis of the financial implications of the retired pay reduction requirement
should be made that would take into account —

¢ Recovery by the public of the full value of the sunk costs of educating and training

Regular officers. The public receives no further return on this investment from
officers who retire after 20 to 30 years of service and decline to work for the
government because of current dual compensation restrictions.

¢ The opportunity costs of recruiting, relocating, and training less qualified candidates
for civil service positions that could be readily filled with the retired Regular officers.

¢ The hidden costs to the government associated with outsourcing government work to
contractors who have employed retired Regular officers. In many cases, the
government still pays their salaries plus the contractor’ s profit margin to get the same
work done. Consequently, many retired Regular officers continue to work for the
government, but indirectly, and the government still pays for their services.

The Commission rejects the logic that allowing retired Regular officers to receive their
retired pay and acivil service salary at the same time would represent dual compensation for
that period of time. That logic is based on the theory that, because retired officers are subject
to recall to active duty, retired and retainer pay represents remuneration for the current services
rather than deferred remuneration for prior services. Although it may be logical to require
retired officersto give up their retired pay (and civil service salaries) if they are actually
recalled to active duty, that does not mean that retired officers should be financially penalized
for a contingency that might happen. If anything, the possibility of arecall to active duty
ought to justify additional remuneration rather than a financial penalty.

The Commission believes the maximum age limitation imposed on law enforcement/
firefighter positions to maintain a young workforce may be flawed and should be reviewed.
Recently retired or separated members of the uniformed services who gained extensive law
enforcement/firefighter experience while serving their country could offer awealth of
knowledge and mature judgement. Anindividual’'s experience, skill, knowledge, and physical
fitness to discharge law enforcement and firefighter duties should outweigh age limitations.

169. Government Printing Office, Dual Compensation Paid to Retired Uniformed Services Personnel in Federal
Civilian Positions, Subcommittee on Investigations of the Committee on Post Office & Civil Service, House
of Representatives, 95th Congress, 2nd Session, April 3, 1978, p. 40.
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*

FINDINGS

Military retired pay is currently earned compensation similar to the outside salaries of
military reservists who earn income from interests and sources other than their current
federal employment. Federal civil service salaries are fully earned at the time they are
paid. Because both salaries are fully and separately earned when paid, there is no
reason to offset one against the other.

Military personnel have developed valuable knowledge, skills, discipline, and strong
work ethics during their military careers. The salary offset requirement not only
creates a disincentive for retired Regular officers to accept federal employment, but
also deprives the federal civil service of talented and knowledgeable employees.

The value of military retired pay for servicemembers first entering active duty after
1986 has been substantially reduced by changes in the way retired pay amounts are
calculated.

Military personnel have adapted to and been exposed to hazardous and stressful
situations demanding rigorous physical fitness standards and mental alertnessto
discharge their assigned duties. The maximum age limitation does not consider this
factor and unnecessarily restricts retired members of the uniformed services from
accepting federal employment. This restriction deprives the Federal Government of
experienced employees who could exercise mature judgement and maintain
composure under pressure.

RECOMMENDATIONS

That Congress enact legislation to —

Allow payment of federal civil service salaries to retired members of the uniformed
services without reduction in retired or retainer pay. The legislation would apply to
retired Regular officers who first become eligible for retired pay in 2000 and later.
Eliminate the restriction that prevents DoD from hiring retired servicemembers prior
to 180 days of separation.

Deem August 5, 1964 (February 28, 1961, for members who served “in country”
before August 5, 1964), through May 7, 1975, as a period of war for the purpose of
civil serviceleave accrual; and

Amend maximum age limitations with respect to federal law enforcement and
firefighter occupations, by amending current law to authorize a*“ computed age” for
veterans and retired members of the uniformed services that would credit prior
military training and experience.

That Congress should also hold hearings to consider —
¢ Modifying other federal employment disincentives or restrictions.
¢ Creating new incentives to encourage federal employment.
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BUDGET IMPLICATIONS - ISSUE I1.J

LSE-YBAN COSES....viiiitiitietiete ettt te ettt sttt ae s be st eaeeeesbesbeeneeaesreeris $ 2 million
B-year CUMUIBLIVE COSES......uviiieiiiie ettt s e e s sree $30 million

Underlying Assumptions170

Five-year average (1993-1997), 249 retired officers entered federal employment.
Five-year average (1993-1997), 49 retired officers left federal employment.
Five-year average (1993-1997), $717 individual monthly offset.

Outyears assume 25 percent inflation.

L IR JBR 2B

170. Defense Manpower Data Center, Office of the Actuary Report, Number of Military Retirees Receiving Pay
From DoD Who Are Also Receiving Dual Compensation Offset, July 28, 1998.
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CHAPTER 11l - HEALTHCARE

OVERVIEW

Access to high quality healthcare is a concern of all Americans. The Commissioners were
impressed with the high quality care and the vast spectrum of healthcare services provided to
servicemembers and veterans by both DoD and VA. However, the Commission sought to
correct problemsin access to that care by transitioning servicemembers and their families and
by Medicare eligible system beneficiaries.

Healthcare coverage during the transition from military serviceto civilian life is more than
an important transition benefit; it has been alegal requirement since the enactment of the
Consolidated Omnibus Budget Reconciliation Act (COBRA) in 1985. In compliance with the
law, DoD offers servicemembers the Comprehensive Health Care Benefit Program (CHCBP).
Unfortunately, the program is so expensive that only 815 of approximately 250,000 eligible
servicemembers are expected to purchase coverage thisyear. The Commission believes that
uncovered medical expenses can profoundly and adversely change the course of a new
veteran'slife. For that reason, it isimportant to go beyond the minimum requirements of the
law and offer transitioning servicemembers affordable coverage. The Commission proposes
reforms to make the CHCBP program more affordable to separating servicemembers.

The Commission is concerned that military retirees who are frozen out of the DoD
healthcare system when they become eligible for Medicare at age 65 do not have access to
healthcare they earned through their military careers. Commission recommendations, if
enacted, will improve access to care for Medicare-eligible military retirees. While
servicemembers are on active duty, they have healthcare coverage through DoD. After they
leave active duty, they become €eligible for healthcare services from VA. Although the DoD
and VA healthcare systems serve the same patientsin
succession, their operations are conducted almost entirely The Commission
without regard to each other. ) .

The DoD and VA healthcare systems are more extensive believes that neither
than many Americans realize. DoD cares for 6.2 million healthcare system can
beneficiaries with 144,000 healthcare personnel and operates g stain business as
115 hospitals and 471 ambulatory clinics. The DoD healthcare .
budget is $15.7 billion. VA treats 3.1 million veterans ayear usual in t_he current
with 184,800 personnel and operates 173 hospitals, budget climate.

approximately 600 ambulatory care and community-based
outpatient clinics, 131 nursing homes, and 40 domiciliaries. The VA healthcare budget is
$17.9 billion.

Both healthcare systems face the challenge of adapting to changing healthcare practices,
an evolving patient population, infrastructure built for another era, and increasing healthcare
costs in atime of severe budget pressure. Both systems are unique and irreplaceable national
resources with separate missions, each critical to the Nation and its citizens.
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The Commission believes that neither system can sustain business as usual in the current
budget climate. Although the systems have made a significant effort to establish a cooperative
relationship with each other, they must move towards an even closer partnership if they areto
continue to succeed.

A true partnership between the Departments would maximize the return on the human and
physical resources of both Departments and increase the number of beneficiaries they treat.
Such a partnership is necessary if together they are to provide their common beneficiaries with
access to afull continuum of healthcare services.

Effective leadership of a partnership and effective resource allocation requires a mutual
understanding of common data concerning operations and resources. The Commission makes
recommendations that would provide the leadership of the two Departments with compatible
cost-accounting data.

Information has become the lifeblood of large organizations. An effective partnership
must have compatible and comparable information from all of its components. The
Commission makes recommendations to ensure that the leadership of the two partners has the
common information technology system they will need to realize the benefits of their
partnership. The Commission believes that a common information technology system will
offer servicemembers and veterans better healthcare and taxpayers the benefits of 10-year
savings as great as $120 million to $200 million.

With a combined operating budget of more than $32 billion and a combined medical
procurement budget of almost $4 billion, a partnership between the DoD and VA hedlthcare
acquisition systems would position them to realize the advantages that could be derived from
concentrated large-scale purchasing. Large managed-care providersin the private sector use
formularies, product standardization, and large committed-volume contracts to minimize their
costs on a per-item basis. The Commission makes recommendationsto assist the Departments
in realizing those benefits.

VA acquisition officials are convinced that projected savings of at least 10 percent and
perhaps as much as 20 percent can be realized from the consolidation of DoD and VA medical/
surgical purchasing. To obtain the projected savings of $370 million to $740 million, ajoint
VVA/DoD formulary and committed-volume contracts are necessary. The DoD/VA Executive
Committee started this process with an initiative to jointly procure 27 therapeutic classes of
pharmaceutical items and the potential for ajoint formulary.

DoD acquisition officials are leading a national effort to standardize nomenclature for
medical/surgical items. Universal product numbers or UPNs would greatly facilitate
standardization of medical/surgical products. In addition, application of universal product
numbers to medical/surgical supplieswould result in procurement savings by encouraging
price competition for the purchase of standardized products. DoD (Health Affairs) projects
that UPNs would enable DoD alone to save $50 million to $100 million annually on its
medical/surgical purchases.

The Commission envisions a DoD/V A healthcare partnership offering beneficiaries a
seamless transition from one system to the other, providing beneficiaries the highest possible
return on the human and physical assets invested in the two systems while at the sametime
empowering each Department to fulfill its unique core missions.
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ISSUE Ill.A - PROVIDE TRANSITION HEALTHCARE FOR
RECENTLY SEPARATED SERVICEMEMBERS AND THEIR
FAMILIES

How can the government best provide affordable healthcare coverage for recently
separated servicemembers and their families as they make the transition from active duty to
civilian life?

DISCUSSION

Background

Servicemembers who are on active duty in the Armed Services and their families are
provided healthcare through DoD TRICARE (DoD's managed-care program) at little or no
cost. When servicemembers separate from the service, they are no longer eligible for
TRICARE except under certain special circumstances. It isthe transition period between
active-duty military service and subsequent civilian employment that is of primary concern to
the Commission.

The Continued Healthcare Benefit Program (CHCBP) is DoD's implementation of the law
that requires employers to provide COBRA-likelt continued healthcare coverage for
employees (and their families) who are terminated (or die) for reasons other than gross
misconduct.1’2 The employer must provide the employee with an option to purchase group
healthcare coverage for a period of 18 to 36 months at a premium cost to the employee not to
exceed 102 percent of the total premium cost (to employer and employee).13 Thus, as an
employer, DoD has an obligation to provide this healthcare coverage.

CHCBP is premium based with medical benefits that mirror those offered in the basic
Civilian Health and Medical Program of the Uniformed Services (CHAMPUS — now called
TRICARE Standard) program, and it follows most of the CHAMPUS rules and procedures.
However, CHCBP is not a part of the TRICARE program.174

DoD provides CHCBP, which is essentially a healthcare indemnity insurance plan, for
servicemembers who separate voluntarily. Servicemembers who are separated involuntarily
(except for misconduct) or separated through incentive programs such as Voluntary Separation
Incentive/Special Separation Benefit (V SI/SSB), or force management purposes are provided
accessto TRICARE (at alower priority than active-duty servicemembers) for aperiod of 60 to

171.Consolidated Omnibus Budget Reconciliation Act of 1985.

172Title X, Public Law 99-272. Coverage is also provided for unremarried former spouses, emancipated chil-
dren, and children placed for adoption or legal custody.

73] bid.

174CHCBP Form #7537, 5/1/97.
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120 days at no cost. They have an option to purchase CHCBP for up to 18 months.17>
Servicemembers who voluntarily separate from the service and thus do not receive this benefit
may perceive some inequity in this policy.

Veterans recently separated from military service who seek healthcare from VA are
essentially subject to the same eligibility and priority categories as any other honorably
discharged veteran. Families of veterans are not eligible for VA care.

Effective May 1, 1997, the cost to the beneficiary of DoD's CHCBP individual coverage
was $933 per quarter ($3,732 per year). For family coverage, it was $1,996 per quarter
(7,984 per year).176

The relative increase in the cost of healthcare coverage is much greater for separating
servicemembers and their families who purchase CHCBP than for most civilian employees
who purchase COBRA coverage, because servicemembers pay no healthcare premiums while
on active duty.

Like its private sector counterparts, DoD's CHCBP suffers from adverse selection, with
resultant escalation in premiums. It requires large subsidies by DoD. Primarily, only those
with significant family medical problems enroll in the program, thus the risk pool is not large
enough to cover costs. The forecast number of beneficiaries for FY 1998 is 815, down from
3,583 in FY 1996, out of approximately 250,000 servicemembers who separated that year.
The DoD cost per beneficiary for FY 1998 is estimated at $4,300. DoD paid 49 percent of the
cost that exceeded the premiums collected. DoD's subsidy was $2 millionin FY 1995, $4
millionin FY 1996, and $8 million in FY 1997.

Analysis

Thereis atrade-off between setting the CHCBP premium beyond the means of some
beneficiarieswho need it and setting the CHCBP premium so low that it attracts enrollees who
have a reasonable employer-provided alternative. If the premium charged by DoD is
decreased, DoD's aggregate costs may increase both because the Department covers alarger
number of enrollees and pays a higher DoD share of the cost per enrollee.

DoD should ensure that beneficiaries have access to healthcare during the most critical
period following transition by providing affordable, continued healthcare coverage to all
transitioning servicemembers and their families for a limited period (for example 120 days)
following separation. By offering affordable healthcare coverage beyond the initial 120-day
period for atotal period of up to 18 months, DoD would be in full compliance with COBRA.

Maintaining transitioning servicemembers and their familiesin the general TRICARE
population would minimize premium costs and mitigate the risk of adverse selection.

FINDINGS

¢ DoD hasan obligation under law, as an employer, to provide transition healthcare
coverage for separating servicemembers.

175.Department of the Army, Preseparation Guide, Pamphlet 635-4,September 1997, p. 38.
176.News Release No. 97-2, Office of the Assistant Secretary of Defense for Health Affairs, March 28, 1997.
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¢ DoD'stransition healthcare program (CHCBP, specifically) suffers from a history of
adverse selection and of unaffordable premiums.

¢ Thecost of CHCBP premiums has become so high that the vast mgjority of
servicemembers and their families separate with no transition healthcare coverage at
a||_l77

¢ Transitioning servicemembers and their families without healthcare coverage during
the critical transition period are at medical and financial risk.178

¢ Because separating servicemembers and their families are already enrolled in DoD’s
TRICARE healthcare program, it seemslogical for DoD to continue their enrollment
in TRICARE during the critical transition period.

RECOMMENDATIONS

That the Congress enact legislation requiring DoD to offer continued enrollment in
TRICARE (as a second provider to any private insurance) to separating servicemembers and
their families (including eligible former unremarried spouses and unremarried emancipated
children), keeping enrollees in the general TRICARE population, for a maximum total
enrollment period of 18 months, as follows:

¢ For aperiod of 120 days following separation, provide coverage at a premium rate of

10/20 percent (individual/family) of the total cost, with DoD paying the remaining 90/
80 percent (individual/family).

¢ For an additiona 14 months, provide an option to continue enrollment at a premium

rate not to exceed 102 percent of the total cost based upon the total TRICARE

population.
BUDGET IMPLICATIONS - ISSUE IIILA
LSty BAN COSES....viiuiitiitieiicte ettt ettt et e be et et estesbesbe b e besbesbeebeensenbesrens $ 38 million
5-year CUMUIBLIVE COSES......ueciiieiiiiecie ettt ettt e $462 million

Underlying Assumptions

Annual premium growth of 8.7 percent.

Premium for 120 days set at $405 (single) and $1,688 (family).

Beneficiary share of single premium—10 percent.

Beneficiary share of family premium—20 percent.

DoD forecast of annual enrollment for single coverage—from 9,100 to 57,400.
DoD forecast of annual enrollment for family coverage-from 25,400 to 121,600.

Commission annual enrollment assumption starts at low end (9,100 single and 25,400
family) and increases incrementally to the midpoint in year 5 (33,250 single and
73,500 family).

L K BE 2R 2R JER 2R Z

177.News Release No. 97-2, Office of the Assistant Secretary of Defense for Health Affairs, March 28, 1997.
178 Commission Roundtable with Military Service Chiefs, April 9, 1998, Healthcare Advisory Group Report,
Annex X, p. X-9.
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¢ Significant increase in enroliment (FY 1998 CHCBP enrollment = 815) due to
significant discount in premiums (current CHCBP premiums = $933 single, $1,996
family per quarter).

¢ Beneficiaries pay 102 percent of total premiums for additional 14 months enrollment
after first 4 months. No cost to DoD.

¢ Administrative savings from consolidating CHCBP contract with TRICARE contract
offset by costs of contract changes and added administrative costs within TRICARE
contract.

¢ Increased size of enrollment pool will mitigate DoD’ s current annual subsidy of
approximately $5 million.

IsSUE I11.B - PROVIDE HEALTHCARE FOR MEDICARE-
ELIGIBLE BENEFICIARIES

What healthcare coverage is appropriate for Medicare-eligible Service beneficiaries
(military retirees and their families)?

DISCUSSION

Background

The 1956 Dependent’s Medical Act gave DoD the authority to provide retirees (of any
age) healthcare as long as space and resources were available. When DoD received this
authority, retirees comprised 9 percent of the eligible beneficiaries. 1n 1996, retirees and their
families exceeded 50 percent of eligible beneficiaries. 1

However, many military retirees believe that they were promised military healthcare,
without cost, for life. Medicare coverage after they reach age 65 does not meet their
expectations of the benefit they earned for a career of military service.18

Over the decades, this promise was given an implied legal basis by the recurring
assurances of the U.S. Government that lifetime healthcare is an earned benefit for the
extraordinary demands, risks, and sacrifices endured during military service. Aslate as 1993,
recruiting brochures, personnel publications, retiree guides, and other official documents
printed by the U.S. Government Printing Office continued to promise lifetime healthcare. A
1991 Army recruiting brochure, still in use as late as 1993, stated, “Healthcare is provided to
you and your family members while you are in the Army, and for the rest of your lifeif you
serve aminimum of 20 years of active federal service to earn your retirement.” 182

179.GAO Report, Military Retirees Health Care, GAO/HEHS-97-134, June 1997, pp. 4 and 22.

180.Dr. Edward Martin, Acting Assistant of Defense for Health Affairs, Healthcare Advisory Group Report, p.
A-9.

18L.US Government Printing Office, (U.S.G.PO. 1992 843-711) Army Recruiting Brochure, Army Benefits,
November 1991.
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CHAMPUS was established in 1966, after Medicare was enacted. CHAMPUS was
replaced by TRICARE, the current DoD healthcare program. Military retirees and their
familiesare eligible for TRICARE medical coverage with an annual enrollment fee of $230 for
singles and $460 for families. This coverage includes access to military treatment facilities
(MTFs) on a space available basis as well as DaD funded care provided by private sector
providers. However, once military retirees or their family members become eligible for
Medicare (usually at age 65), they become ineligible for TRICARE medical coverage except
for direct carein MTFs on a space-available basis.

In contrast, retired federal civilian employees havetheoption The Commission
to purchase healthcare coverage from one of the numerous believes that priorit
private sector fee-for-service insurance plans or health €S priority
management organizations that are included in the Federal for healthcare must
Employees Healthcare Benefits Plan (FEHBP). The Federal go to those citizens
G_overnment pays for 72 percent of -the average cost-of coverage o have served this
with the covered employee responsible for the remainder of the
cost. Eligibility for FEHBP coverage for civilian retirees country before we
continues without regard to Medicare eligibility. care for non-citizens.

According to the Army’ s Retiree Council, DoD, our Nation's
largest single employer, ranks in the bottom 11 percent of American employers with 10,000 or
more employees in terms of the healthcare coverage provided to its Medicare-eligible
beneficiaries.182

In 1997, the Federal Government spent $2.9 hillion to provide FEHBP coverageto 1.67
million federal civilian beneficiaries age 65 or older. In the same year, the Federal
Government budgeted additional funds for immigrant healthcare.183 The Commission believes
that priority for healthcare must go to those citizens who have served this country before we
care for non-citizens.

Congressionally directed Base Realignment and Closure (BRAC) Commissions have
closed or realigned a number of military bases, thus eliminating or reducing direct medical
carein MTFsfor retireesliving in affected catchment areas. The military base structure still
exceeds the force structure by some 20 percent. Since the end of the Cold War, DoD has
reduced its budget by 40 percent, personnel by 33 percent, but infrastructure by only 21
percent.’84 Since DoD advocates at |east two more rounds of BRAC for 2001 and 2005,185
additional MTFs may be closed. These closures will effect some of the 1.2 million Uniformed
Services beneficiaries eligible for Medicare. Fifty-two percent, or 624,000 of these
beneficiaries, live within the catchment area of responsibility of an MTF, with 380,000 living
near an MTF with 50 or more beds. 186

182 Army Retiree Council Report, Annual Report of the Chief, April 3, 1998, pp. 1 -9.

183Health and Human Services Press Office, The PY 1998 Budget Proposal for HHS: Press Conference
Remarks by HHS Secretary Donna E. Shalala, February 6, 1997, p. 3.

184 Admiral Jay Johnson, Acting Chairman, Joint Chiefs of Staff, DoD News Briefing, April 2, 1998.

185.Secretary of Defense William S. Cohen, DoD News Briefing, April 2, 1998.

18.GAO Report, Military Retirees' Health Care, GAO/HEHS-97-134, June 1997.
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The retired military community remains actively engaged in seeking solutions to this
problem. Asaresult, Congress authorized alimited pilot program of Medicare “ subvention.”
Subvention allows Medicare reimbursement to MTFs for the treatment of Medicare-eligible
retirees in excess of the number of retirees treated in the past. The test program named
“TRICARE Senior” began in 1998 with six test sites.187 However, TRICARE Senior would
provide coverage to only 30 to 40 percent of Medicare-eligible Service beneficiariesif it were
expanded to a nationwide basis. Thislimited coverage is due both to the geographic limits to
an MTF catchment area and the fact that not all retirees choose to live near an MTF.

Analysis

Healthcare after age 65 is a high priority concern for career servicemembers making their
transition from active duty to civilian life. Many retirees believe that they have earned a
greater benefit than Medicare coverage from their years of military service.

The FY 1998 Defense Authorization Act contained a section addressing the U.S.
Government’s obligation to retired servicemembers and their family members. It isthe Sense
of Congress that:

...the United States has incurred a moral obligation to provide healthcare to
members and former members of the Armed Services who are entitled to
retired or retainer pay. Itis, therefore, necessary to provide affordable
healthcare to such retirees...

The Congress found “military retirees are the only Federal Government personnel who
have been prevented from using their employer-provided healthcare at or after 65 years of
age’. They realized that the difficulties in obtaining healthcare were exacerbated by
downsizing. They stated that "military retirees deserve to have a healthcare program that is at
least comparable with that of retirees from civilian employment by the Federal
Government".188

In aNovember 1997 speech to the National Military Family Association, the Honorable
Rudy De Leon, Under Secretary of Defense for Personnel and Readiness, drew a connection
between retention and retiree healthcare when he stated "...if healthcareis there for retirees,
those on active duty will know it will be there for them in retirement as well."189

FEHBP coverage at age 65 (FEHBP-65) would restore federal healthcare coverage for
some of the Medicare-€ligible Service beneficiaries who are unable to obtain space-available
direct care or participate in TRICARE Senior.

Although healthcare coverage for Medicare-eligible Service retirees would be expensive,
the central issueis fairness and equity, not affordability. In 1997, the Federal Government
spent $2.9 billion to provide FEHBP coverage to 1.67 million federal civilian beneficiaries
aged 65 or older, and budgeted for immigrant healthcare. Thus, in the interest of fairness and
equity for those who have endured the hardships and dangers of a service career, the cost of
FEHBP-65 would be asmall priceto pay.

187.Defense Link News Release, HHS and DoD Announce New Medicare Option for Military Retirees. No.
065-98. February 12, 1998.

188.House of Representatives Conference Report 105-340.

189.Army Retiree Council Report, pp. 1-9.
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In 1995, the Congressional Budget Office (CBO) estimated that providing Medicare-
eligible beneficiaries with healthcare coverage through FEHBP would cost $1.6 billion per
year if 95 percent of the 1.2 million Medicare-eligible beneficiaries enrolled.1% Unlike CBO,
the Commission does not believe that 95 percent of eligible beneficiaries would enroll in
FEHBP-65. The Commission was provided estimates that approximately 27 percent of
potential beneficiaries would continue to receive carein MTFs and an additional 7 percent
could gain access to MTF care when Medicare subvention is fully implemented. In addition,
10 percent will likely remain with their Medicare HMO and another 17 percent would keep
their employer-sponsored healthcare coverage. Because FEHBP-65 coverageis not
inexpensive, beneficiaries with accessto MTF care or other less expensive alternatives would
be unlikely to opt for FEHBP-65. The Commission’s estimate of the number of beneficiaries
who would choose FEHBP-65 is approximately 410,070 in FY 1999. The number of
beneficiaries who choose FEHBP-65 may be further reduced if Congress enacts legislation
extending the DoD mail order pharmacy benefit to Medicare eligible beneficiaries.

The FY 1999 Defense Authorization Act9! established a pilot program of FEHBP
coverage for Medicare-eligibleretirees. The results of this pilot program will provide actual
enrollment, beneficiary satisfaction, and cost data. The Commission strongly supports this
pilot program.

FINDINGS

¢ A primary concern of military retireesis healthcare. Retirees believe they were
promised no cost, military healthcare for life. They do not believe that Medicare
coverage fulfills that promise. Senior DoD officials believe limitations on retiree
healthcare are perceived as an erosion of benefits and have a detrimental effect upon
recruiting and retention.

¢ Accesstodirect DoD healthcarefor military retirees and their families has eroded over
the years as base closures and downsizing has limited space-available care.

¢ Additional base closures will further restrict space-available care, exacerbating the
perception that retirees are being denied healthcare.

RECOMMENDATIONS

¢ That Congress support the test of FEHBP for Medicare-eligible military retirees and
their eligible family members as established in the FY 1999 Defense Authorization
Act.

¢ That Congress support the ongoing test of Medicare subvention.

¢ That DoD investigate the option of providing Medigap insurance for Medicare-eligible
military retirees.

190.CBO, Restructuring Military Medical Care, July 1995.
191.pyblic Law 105-261
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BUDGET IMPLICATIONS - ISSUE 111.B

Commission recommendations support FY 1999 Defense Authorization Act provisionsto
test the FEHBP proposal.

ISSUE Ill.c — USE COMBINED PURCHASING POWER FOR
MEDICAL PRODUCTS

How can the separate DoD and VA purchasing organizations use their joint market power
to achieve better pricing for medical products (pharmaceuticals, medical/surgical supplies, and
equipment) and thereby free up resources for use elsewhere in their systems?

DISCUSSION

Background

VHA purchases pharmaceuticals and medical products through the National Acquisition
Center (NAC) operated by the VA Office of Acquisition and Materiel Management. VA is
responsible for medical purchasing for most of the nondefense federal healthcare sector. VA
maintainsthe Federal Supply Schedules (FSS) for pharmaceuticals and medical/surgical items.
NAC purchased $1.9 billion in medical/surgical and pharmaceutical products for VHA in FY
1997. VA's NAC receives its baseline support from arevolving supply fund. Every year NAC
more than fully reimburses the supply fund for its operating costs through FSS contract
administration fees.

The Defense Logistics Agency (DLA) isresponsible for the DoD medical purchasing.
DLA purchases medical supplies through the Defense Supply Center Philadel phia (DSCP).
DSCP purchased $1.8 billion in medical/surgical and pharmaceutical products for DoD in FY
1997. DSCP' s operational mission includes overseas transportation. VA does not have such a
mission. Military readiness was reported to be much more closely associated with distribution
of medical suppliesthan it was with purchasing of those supplies.192

DSCP recovers the full costs of its operations from its customers through the Defense
Working Capital Fund (DWCF) established by the FY 1992 Defense Authorization Act. DSCP
averages product surcharges for all of its customers, rather than basing the surcharges on an
individual customer’s actual contribution to costs. DSCP surcharges (industrial funding fees)
on the administration of its contracts are higher than VA's

A June 1998 DaD |G report recommended that DoD use VA contracts and administration
for pharmaceutical and medical/surgical purchasing. According to the |G findings, only 0.05
percent of DoD medical items were “military unique.” 193

192 Presentation by COL Stuart Mervis, Director of Logistics, U.S. Army Medical Department, May 14, 1998,
Healthcare Advisory Group Report, p. |-10.
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DoD and VA operate their pharmacies and formularies under different rules. VA hasa
national formulary with limited availability of nonformulary items. VA fills only prescriptions
prepared by its own physicians. DoD pharmacies stock a wide range of pharmaceutical
suppliesand fill all prescriptions brought to them by their beneficiaries, including those written
by private physicians. DoD interprets the requirement in title 10 of the United States Code that
patients be provided space-available care at military treatment facilities as also requiring it to
provide patients with a prescribed drug if it is available in the DoD pharmacy.1%4 If thedrugis
not available, the pharmacist discusses possible substitutes with the treating physician or
returns the prescription to the patient, unfilled. DoD pharmacies do not provide over-the-
counter items that VA pharmacies provide.

A June 1998 GAO report, with which DoD concurred, recommended that Congress direct
DoD to establish a uniform formulary for its pharmacy programs. GAO said, “[A] uniform
formulary with incentives for physicians to prescribe and beneficiaries to use formulary drugs
could help reduce current benefit variability and increase cost-effectiveness.”19% The DoD/VA
Executive Committee is sponsoring an initiative to explore joint procurement of 27 classes of
therapeutic pharmaceutical items and the potential for a partial joint formulary.

The Food and Drug Administration assigns unique product numbers (UPNS) to
pharmaceutical items. UPNs make it easier for purchasers to buy on the basis of price by
making “apples to apples’ comparisons of standardized products and quantities possible.
However, standardization of medical products is made more difficult by the lack of UPNs for
those products. DSCP isleading an initiative for legislation that would require UPNs on
medical items.

Analysis

DSCP and NAC each believe that it is the more cost-effective purchasing organization.
DSCP disputes the DoD IG conclusion that VA's NAC is more efficient and that DoD should
use NAC for medical purchasing. In either case, efficient use of resources, combined with the
potential for larger volume purchases, should lead to greater cost savings and efficiencies.
Continued operation of redundant medical product purchasing organizationsin DoD and VA
increases costs for the Federal Government, both in the form of duplicated activities and also
through the loss of quantity discounts.

From its experience with committed-volume purchasing, where savings have been as high
as 50 percent for pharmaceuticals in some therapeutic classes, VA officials project savings of
at least 10 percent and perhaps as much as 20 percent from the consolidation of DoD and VA
medical surgical purchasing. However, to obtain these projected savings of $370 million to
$740 million, ajoint VA/DoD formulary and committed volume contracts would be necessary.

Overall savings of 10 percent is a conservative estimate. Actual savings may be
significantly higher. For example, VA's recent experience purchasing for a VA-wide
formulary, championed by Under Secretary Dr. Kenneth Kizer, enabled VA's Office of

193 Audit of the Acquisition of Medical Supplies and Equipment (Audit Project 6LD-5044.01), DoD Office of
the Inspector General, 1998, p. 7.

19410U.S.C. § 1074

195.General Accounting Office, Defense Health Care: Fully Integrated Pharmacy System Would I mprove Ser-
vice and Cost-Effectiveness, HEHS-98-176, June 12, 1998.
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Acquisition and Materiel Management to achieve savings of $347 million in pharmaceutical
expenditures for the period 1996-1998.1% Savings ranged as high as 77 percent on individual
items.

Large managed-care providersin the private sector use formularies, product
standardization, and large committed-volume contracts to minimize their costs on a per-item
basis. A single DoD/VA formulary would be an important enhancement to the systems’
capabilitiesthat would by itself save significant resources that could then be redirected to other
healthcare needs. Additionally, VA provides refills for pharmaceuticals via Centralized Mail
Outpatient Pharmacies (CMOPs) and DoD contracts for asimilar service from Merck-Medco.
The benefits obtained from ajoint formulary could be expanded to these refill services or a
merger of the DoD and VA refill services. Many of these “business’ practices are transparent
to beneficiaries and do not have the real or perceived adverse effects of other cost-cutting
initiatives by managed-care systems.

The use of UPNs would greatly facilitate standardization of medical/surgical items. DoD
(Health Affairs) projects that UPNs would enable DoD alone to save $50 million to $100
million annually.197

FINDINGS

¢ [n 1998, segmented purchasing by the federal healthcare sector is wasteful and makes
no sense when it results in the loss of the quantity discounts that the private sector has
demonstrated are possible.

¢ VA aready procures medical surgical suppliesfor virtually the entire federal
healthcare sector except DoD.

¢ DoD and VA could applying the savings realized from combining their purchasing
power for pharmaceuticals, as well as medical/surgical supplies and equipment, to
increase the amount of healthcare provided to their beneficiaries. Joint purchasing
should not affect military readiness because readiness seems tied much more closely
to distribution than to purchasing capability.

¢ Joint purchasing of pharmaceuticals as well as medical/surgical supplies and
equipment would allow the Departments to develop additional procurement leverage
for wartime and military readiness contractual requirements (e.g., surge and
distribution requirements).

¢ A clinicaly based joint DoD/VA formulary would improve cost-effectiveness of
pharmacy operations without compromising healthcare for beneficiaries.

¢ Application of universal product numbersto medical surgical supplieswould resultin
procurement savings by encouraging price competition for the purchase of
standardized products.

19.Presentation by George Patterson, VA, Healthcare Advisory Group Report, p. H-5.
197.Presentation by RADM Thomas Carrato, Office of the Assistant Secretary of Defense for Health, Health-
care Advisory Group Report, p. H-6.
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RECOMMENDATIONS

That Congress enact legislation to require —

¢ DoD and VA to establish asingle joint DoD/V A procurement office to purchase, in the
most cost-effective manner possible, DoD/V A pharmaceuticals, as well as medical/
surgical supplies and equipment.

¢ DoD and VA to follow the example of large private sector healthcare systems by
developing aclinically based joint formulary within 1 year.

¢ Medical and surgical supplies be assigned universal product numbers (similar to those
assigned to pharmaceuticals).

BUDGET IMPLICATIONS - ISSUE I11.C
LSE-YEAr SAVINGS ...vivitieeieiie et eeeee ettt et te st et e et e be e eesaesteebeesaesbesrea $374 million
5-year CUMUIAtIVE SAVINGS .....coieeiiecicsee et snee s $1,915 million

Underlying Assumptions

DoD costs based on FY 1997 actual, per the Defense Health Program Resource Data
Base (DHPRDB).

Pharmaceutical information from 1G Report 98-154.

VA costs based on FY 1997 actual, per VA.

Outyears assume 1 percent inflation.

DoD surcharge savings of 0.8 percent from pharmaceutical and supply (IG Report 98-
154).

Additional 10 percent in pharmaceutical savings for high-volume purchasing.
Universal product numbersto yield 8-percent savings.

Adjust DoD medical supplies and pharmaceuticals for military unique items by 3
percent.




CHAPTER Ill - HEALTHCARE

ISSUE I1l.D - LEVERAGE INFORMATION TO STRENGTHEN
DoD/VA PARTNERSHIP

What changes in DoD and VA information technology (I1T) systemswould allow their
healthcare systems to work together more closely, utilize their resources more effectively and
efficiently, improve patient care, and increase resource availability to meet beneficiary needs?

DISCUSSION

Background

DoD and VA are working together on a common computerized patient record called the
Government Computer-Based Patient Record (G-CPR). G-CPR isaframework to format and
move data asrequired. It will be vendor and platform independent. On February 3, 1998, Drs.
Kenneth Kizer (VA's Undersecretary for Health) and Edward Martin (Assistant Secretary of
Defense for Health Affairs) highlighted G-CPR as an important initiative when they briefed
the Commission’s Healthcare Advisory Group on their agencies cooperation with each other.

G-CPR brings together not just VA and DoD but also the Indian Health Service and the
State of Louisianathrough Louisiana State University. The goal of theinitiativeisto permit a
computer-based patient record to follow a patient anywhere in the world and from one
government system to another.

VA and DoD currently maintain and use separate computerized medical information
systems. Although both VA's system (VistA, previously known as Decentralized Hospital
Computer Program or DHCP) and DoD’ s system (Composite Health Care System or CHCYS)
share a common ancestor, the two have evolved to the point that they are incompatible with
each other.

Both DoD and VA are planning to replace their existing internally developed computer
systems and seek commercial off-the-shelf products. However, under current plans,
solicitations for these new systems will be separate. Although DoD’s solicitation appeared
ahead of VA, lack of FY 1999 funding may mean that VA will go forward with its solicitation
before DoD. Life cycle costs for replacements for CHCS and VistA are expected to be more
than $2 billion each.

In their presentations to the Healthcare Advisory Group, Drs. Kizer and Martin were both
very supportive of greater cooperation between the two healthcare systems and joint
approachesto I T applications enabling closer association in the future.

Analysis

The G-CPR initiative by DoD and VA is an excellent example of the kind of significant
accomplishment the two Departments might realize in partnership with one another. However,
opportunities to enhance the partnership between the two Departments will be complicated, or
even foreclosed, if the Departments perpetuate incompatible IT systems. Procurement of
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separate I T systems may delay I T integration between DoD and VA until another generation of
replacementsis due for the two systems. This could be 10 years or more in the future.

Both healthcare systems face the challenge of adapting to
changing healthcare practices, an evolving patient population, procurement of
infrastructure built for another era, and increasing healthcare te|T
costs in an era of severe budget pressure. The Commission Separate systems
believes that neither system can be sustained asit isin the may delay | T
cuar‘;ent chdeggt clin;ztlg Sf;\]nd that, aIthough DgD _an(ih \_/A ere integrati on between
made strides in establishing a cooperative relationship, they .
must move towards an even closer partnership if they areto DoD and VA un_t”
continue to succeed in their missions. A true partnership another generation of
between the Departments would allow them to continue to replacementsisduefor
provu_je_ qgal ity healthcgrt_a to the largest possi ple number of the two systems. This
beneficiaries by maximizing the return on their human and
physical resources. A partnership between the Departmentsis Could be 10 years or
necessary if they are to provide their beneficiaries with more in the future.

seamless access to afull continuum of healthcare services.

However, realization of the benefits of such a partnership would require the instantaneous
and seamless exchange of compatible and comparabl e data concerning all aspects of healthcare
operations, clinical and business, between and among all of the components of the partners’
healthcare systems. Common IT systems would make such an exchange routine.
Incompatible, or even differing, IT systems would work against the success of a healthcare
partnership between the Departments, and hence work against their ability to provide quality
healthcare to their beneficiaries. Separate IT systems would move the Departments apart at a
time when they should be moving together.

For that reason, to realize the maximum benefits for the beneficiaries of the two
Departments, future I T system replacements and enhancements should be joint and should
maximize the use of commercial off-the-shelf technology.

The Commission believesthat, in addition to the improvementsin service that would result
from the effective partnership made possible by a common IT system, significant savings
could be achieved because of the increased value of acontract. They could solicit for a
contract to provide acommon I T system for healthcare systems with a combined budget
exceeding $32 billion compared with two contracts to provide separate I T systems to two
healthcare systems each with budgets approximately one-half that amount.

FINDINGS

¢ A healthcare partnership between the two Departments enhances their ability to
continue providing quality care to their beneficiaries. Information technology isthe
cornerstone of any contemporary institution, and compatible information technol ogy
will be necessary for the beneficiaries of the two systems to realize the benefits of a
partnership between them.
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¢ A common VA/DaD IT system would provide afoundation for a partnership between
the healthcare systems of the two Departments, would facilitate the seamless
transition of patients from one system to the other, and would offer opportunities to
realize the substantial cost savings that would accrue from vendor competition for one
$4 billion system rather than two $2 billion systems.

¢ Combining DoD and VA IT requirementswould greatly reduce the cost of operations.
VA has estimated that the integration of their combined requirements would produce
additional net savings of 3to 5 percent of the combined annual DoD/VA IT budget of
$4 billion or cumulative savings of $120 million to $200 million over a 10-year
procurement period.

¢ FuturelT system replacements and enhancements should be joint and should
maximize the use of commercial off-the-shelf technology.

RECOMMENDATIONS

That Congress enact legislation requiring DoD and VA to —

¢ Ensurethat future IT system replacements and enhancements are done jointly and
maximize the use of commercial off-the-shelf technology.

¢ Jointly offer asingle solicitation for replacement of the CHCS and VistA system with
integrated and interoperable systems able to meet the needs of both agencies.

BUDGET IMPLICATIONS - ISSUE 111.D

VA projects savings in the range of $120 million to $200 million (3 to 5 percent of joint
information technology procurement) over a 10-year life cycle.

Underlying Assumptions

¢ Opportunities exist for increased collaboration between DoD and VA in procuring and
sharing systems and information.

¢ Based upon a VA projection, joint procurement of I T would produce significant
savings of 3to 5 percent of the total combined IT budget.

¢ Increased use of commercial off-the-self software, where available, would result in
savings.

¢ Cost savings, customer service, and quality would probably result from development
of an enrollment system for the military population.
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ISSUE Ill.E - IMPROVE COST ACCOUNTING TO IMPROVE
RESOURCE UTILIZATION

What changes in DoD and VA healthcare cost accounting systems would allow them to
work more closely together, use their resources more effectively and efficiently, improve
patient care, and increase resource availability to meet beneficiary needs?

DISCUSSION

Background

DoD has reported that, on average, the implementation of its TRICARE managed-care
program is saving 16 percent over fee-for-service CHAMPUS program projections. A strong
cost accounting system would support this shift to managed care and lead to additional savings
where the system makes it possible to determine that services could not be economically
provided on adirect care basis and should be contracted out through TRICARE.

VA isinthefinal stages of rolling out a commercial off-the-shelf (COTS) cost accounting
system called Decision Support System (DSS). DSSis an executive information system that
provides cost accounting data and fulfills many other patient management functions. It
provides data on patterns of care and treatment outcomes linked to resource consumption and
costs associated with healthcare processes. VA reports that DSS supports an enhanced data-
driven management process that can improve the policies and practices of VA treatment
facilities.

All but three VA sites have completed DSS implementation. The Basic Clinical Training
Program supporting DSS uses a five-phase approach to introduce sites to clinical analysis and
measurement over 9 to 12 months. Basic clinical training for the system is projected to be 100
percent complete by September 30, 1999.

In mid-1995, DoD established a COTS software-based cost accounting system within its
Corporate Executive Information System (CEIS). Deployment of CEISin the United Statesis
planned to be completein 1998. It will provide executive decision support information across
the entire Military Health System (MHS), using data gathered from standardized sources to
provide decision support for TRICARE.

Although it builds on component legacy systems, CEIS is being constructed from the 12
regional databases of the TRICARE Lead Agents and the Defense Information Systems
Network. Each regional database will receive source datafrom the MTFsin that region.—

Analysis

Common definitions, terminology, and frames of reference for management information
would greatly enhance the ability of the two healthcare systems to make decisions on the basis
of common understanding. Such a common understanding is necessary for the two systemsto
cooperate with each other and critical if they are to become partnersin providing care to their
beneficiaries.
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The cost of management attention applied to resolving differences and complications
introduced into the otherwise successful VA/Air Force joint ventures in Albuquerque and Las
Vegas because of the differing Air Force and VA accounting systems illustrates some of the
value added by a common cost accounting system.

FINDINGS

¢ Detailed cost accounting information is a necessity to provide managers with adequate
information for “make, buy, or share” decisions.

¢ InCEIS, DoD has a cost accounting system that appears sufficient to provide decision
support for TRICARE.

¢ WithDSS, VA isimplementing a cost accounting system that will give it sufficient
detailed information to support management decision making for the near future.

¢ Information developed from DSS and CEIS needsto be comparableif the two systems
are to realize the economic benefits of cooperation with each other.

RECOMMENDATIONS

That Congress enact legislation requiring —

¢ DoD and VA to takeimmediate stepsto ensure that data from information systems are
comparable and compatible.

¢ Future cost accounting data always be comparable and compatible.

BUDGET IMPLICATIONS - ISSUE III.E

Although not quantified, sharing of similar information from the two systems is expected
to result in quality of care improvements, and may it lower costs over time.

Underlying Assumptions

¢ CEISand DSSarein final stages of implementation; thus, they present no
opportunities for savings.

¢ Quality of careimprovements and lower unit cost may accrue over time.
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ISSUE Il1.F - INCREASE VA UsSe oF DoD's TRICARE FOR
SELECTED VA MEDICAL SERVICES

Can VA improve the efficiency of its extramural healthcare programs, while at the same
time improving the quality and availability of care, by partnering with DoD in the TRICARE
program?

DISCUSSION

Background

VA has an extramural healthcare program through which it pays for private sector care
provided to VA beneficiaries. Both VA and VA beneficiaries might benefit if these programs
were integrated with DoD’s TRICARE program, which includes vehicles for DoD-funded
private sector care for DoD beneficiaries.

VA Programs

(1) Thefee program is VA's fee-for-service complement to its direct care delivery system.
Eligible veterans choose their own healthcare providers from the private sector but VA paysfor
the care beneficiaries receive. This program does not include care provided outside VA
facilities under VA-directed contracts.

Eligibility for VA's fee program islimited. Eligible veterans are those needing care for a
service-connected (SC) disability or for any healthcare need for veterans with SC disabilities
rated as 50 percent or more.

VA may make the fee program available to eligible veterans only when it determinesthat it
cannot economically provide needed services, that VA care is geographically inaccessible, or
that theillness/debility of a patient makestravel difficult. VA facilities authorize fee-basis care
in advance for specific time periods, although emergency care can be authorized after the fact
in some strictly limited circumstances.

Eligibility for fee program careislocally determined and is not centrally funded in the VA
budget. InFY 1997, thelast period for which datais available, $543 million was expended for
fee program care. This expenditure covered 1,479,333 outpatient visits, 113,104 inpatient
episodes, and 146,742 inpatient ancillary services.

(2) The Civilian Health and Medical Program of the Department of Veterans Affairs, or
CHAMPVA, was originally modeled after DoD’ s Civilian Health and Medical Program of the
Uniformed Services (CHAMPUS) program. CHAMPVA is available to dependents of
veterans with permanent and total (P& T) service-connected disabilities and to the surviving
spouses and children of veterans who died from a SC disability or who had aP&T SC
disability at time of death.

Beneficiaries pay no premiums for coverage and the cost of care is shared between the
beneficiary and CHAMPVA 1% VA pays 75 percent of charges, with reimbursements limited
by aschedule of allowable charges. Beneficiaries pay annual outpatient deductibles of $50 per




CHAPTER Ill - HEALTHCARE

individual or $100 per family. Inpatient reimbursements are generally 75 percent of billed
amounts. A catastrophic cap of $7,500 per year limits beneficiary costs. The CHAMPVA
program is projected to cover 95,462 enrolleesin FY 1998, at a per capita cost of $1,048.
Summary obligations for the program for 1998 are projected at $100 million.

DoD’s CHAMPUS program, upon which CHAMPVA is based, has evolved into
TRICARE and now offers beneficiaries three care options. In contrast, CHAMPVA has
changed little, although VA is piloting access to mail-out pharmacy services. CHAMPVA
beneficiaries, who are a population very similar to TRICARE-eligible family members, have
no program options from which to choose. CHAMPV A beneficiaries have greater out-of -
pocket expenses, and VA has higher costs, than would be imposed by some of the options for
care available under TRICARE.

DoD has considerable experience with large contracts for private sector medical services
through the TRICARE program. TRICARE Standard is essentially the fee-for-service
continuation of CHAMPUS. However, in addition to this TRICARE option, beneficiaries
have two other choices, Prime (a health maintenance organization like a managed-care
program) and Extra (a preferred-provider network). Under Extra and Standard options, DoD
acts as an insurer paying for beneficiaries’ care, rather than providing direct care. DoD
contracts with regional managed-care support contractors, who in turn establish networks of
direct care providersto treat enrolled DoD beneficiaries.

Thefirst 5-year TRICARE contracts with managed-care support contractors were awarded
in 1995 and DoD will soon begin seeking their re-competition. DoD has reported that, on
average, the implementation of its TRICARE managed-care program is saving 16 percent over
fee-for-service CHAMPUS program projections.

Analysis

Both the VA and DoD healthcare systems operate extramural programs to pay for private
sector healthcare for their beneficiaries, rather than providing care directly. The VA and DoD
systems operate independently of each other. The DoD system offers beneficiaries more
healthcare choices and realizes the advantages of managed care.

In arranging for healthcare services outside of their own facilities, DoD and VA operate
much as do insurers in the private sector. Private sector experience shows clearly that big
market shares can command competitive pricing for healthcare services. DaD, VA, and their
beneficiaries could, therefore, benefit from combining their workloads to seek competitively
priced, high-quality care.

Integrating VA beneficiariesinto the TRICARE contracts would extend DoD’ s nationwide
system of care and in-house contracting expertise to VA and VA’s beneficiaries.

Thereis presently awindow of opportunity for expanding DoD’s TRICARE contracts
with managed-care support contractors to include VA beneficiaries because the contracts will
begin to be recompeted next year for award the following year.

A pilot program of coverage for VA fee-basis beneficiaries through DoD’s TRICARE
contracts would determine whether eligible veterans can be provided with additional choices
for high-quality healthcare at competitive market rates and whether VA can realize savings

198.Presentation by Michael Hartford, VA, Healthcare Advisory Group Report, May 14, 1998, p. I-5.
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through the use of TRICARE reimbursement rates. TRICARE reimbursement rates are
typically less than the rates paid by VA for fee-basis care. TRICARE rates are typicaly
discounted CMAC (CHAMPUS Maximum Allowable Charges) rates rather than the normal
CMAC and RBRV S (Resource Based Relative Value Scale) ratestypically paid by VA.

Beginning with a pilot program for fee-basis care would help the Departments work
through on a small scale, any difficulties before expanding participation to anational scale. A
pilot program would also demonstrate the effects of VA participation in TRICARE for
veterans, family members, and other interested parties before VA participation is made the
rule.

Thereisno need to pilot CHAMPVA participation in TRICARE because that transition
would be an exact parallel to the CHAMPUS evolution into TRICARE. The opportunities for
savings, especially for beneficiaries, as well as expanded care options, make the benefits of
CHAMPVA participation in TRICARE clear.

FINDINGS

¢ DoD and VA operate parallel but separate programs for funding private sector
provided healthcare services for eligible beneficiaries. The DoD program offers
beneficiaries more care options than the VA program.

¢ VA beneficiaries would have more options for care, at less cost to VA, if CHAMPVA
and VA's fee program were included in DoD’s TRICARE contracts.

¢ DoD’scontracts with managed-care support contractors will soon need to be renewed,
opening awindow of opportunity for testing the effects of expanding the DoD
program to include VA beneficiaries.

¢ A pilot program would provide an opportunity to resolve implementation problems on
asmall scale and to verify that such an integration benefits VA beneficiaries without
diminishing their quality of care.

RECOMMENDATIONS

¢ That Congress enact legidation directing DoD and VA to conduct a pilot program
testing the provision of VA fee-basis care under TRICARE contracts, with the costs of
VA patients borne by VA. The goal of this pilot program would be to determine if
access to care and quality of care could be provided on a more cost-effective basis.

¢ That VA expand the care options for the CHAMPV A beneficiaries by using the
TRICARE contract, with the costs of VA patients borne by VA.

BUDGET IMPLICATIONS - ISSUE IIlI.F

LSE-YEAN SAVINGS ...vivitiitieiectecteeee e ete ettt st sttt e besbeeaeesesbesbeenseeesreeras $10 million
5-year CUMUIAtIVE SAVINGS .....coiieiieiieciecse ettt $46 million
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Underlying Assumptions

¢ FeeProgram
o Limit current fee program baseline to outpatient, hospital, and ancillary services
components.

o VHA nursing home/home health contracts are already competitive and cannot be
improved by switching to TRICARE rates.

o Average savings 5 percent.

o Without incentives, 75 percent of veterans using the fee program will use
providers that do not have TRICARE contracts.

o No changes occur in number of patients using fee program.
o Funding for fee program grows 3 percent per year between FY 2000 and 2002,

and 4 percent thereafter.
¢ CHAMPVA
o Funding for CHAMPVA grows 3 percent per year between FY 2000 and 2002 and
4 percent thereafter.

o Average costs for DoD TRICARE beneficiaries increase 3.9 percent in outyears.
o No changes occur in number of CHAMPVA beneficiaries.
o VA costs would be comparable to DoD TRICARE.

ISSUE I11.G - COORDINATE DOD AND VA MEDICAL
RESEARCH

How can DoD and VA collaborate to improve healthcare research for their beneficiaries
and the Nation?

Can DoD and VA research achievements be strengthened by increasing public recognition
of their work and diversifying sources of research funding?

DISCUSSION

Background

VA and DoD’s combined annual medical research budgets (from all sources) exceed
$1.37 billion, of which less than $20 million is coordinated between the Departments.

Although VA and DoD have achieved significant breakthroughs in their medical research
programs, these successes have remained largely unnoticed by the American people, who both
fund and eventually benefit from these advances. Few Americans associate VA with world-
class research, although two Nobel laureates received awards for their work at VA. Like VA,
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DoD has a history of successful research going as far back as Walter Reed's cure for yellow
fever to recent discoveries extending the shelf life of frozen blood to 20 years and developing a
Hepatitis-A vaccine.

Analysis

VA research is funded through both its own appropriations and extramural sources.
According to the April 1998 GAO report VA Hospitals, “VA's medical and prosthetic research
appropriation has slowed . . . [and] research funding declined as an overall percentage of
medical care appropriation from 2.0 percent in 1980 to 1.2 percent in 1996.” However, with
successful competition for National Institutes of Health (NIH) awards and contributions from
voluntary groups, such as the Paralyzed Veterans of America, VA has been able not only to
maintain its overall research effort, but also to increase it to levels beyond $1 billion in FY
1998.199 Together, however, VA and DaD receive less than $260 million of the $10 billion
awarded annually for extramural research by NIH.200

VA research is generally not centrally prioritized. Funding is based on peer review of
investigator-initiated proposals unlessit is directed to certain areas (e.g., Agent Orange and
Persian Gulf llIness). VA’s"“research realignment,” intended to give greater weight to research
that supports departmental priorities, resulted in little actual redirection of funds.

DoD conducts avast array of military medical research (biological defense, operations
research, quality, outcomes, clinical protocols, etc). Control of the overall DoD medical
research budget is decentralized to the Services, except for clinical research under the
jurisdiction of DoD Health Affairs. Funding from Health Affairs for DoD medical research is
at least $375 million, but is greater when grants awarded to the field from external sourceslike
NIH are included.20t

VA and DoD receive little recognition or financial return for their research successes. VA
and DoD seldom seek royalties for the application of their groundbreaking research.202
Commercial and Trade Technology Innovations provide for the transfer of governmentally
developed technology to state and other governments as well as the private sector.
Reimbursement for these ideas may flow back to the sponsor through many vehicles patents,
licenses, royalties, etc. However, copyright does not protect government publication of books,
pamphlets, journals, articles, manuscripts, software, and videos leaving alargegap in
protection of governmentally funded and devel oped concepts.

VA often has seeded the research of promising ideas only to lose recognition once the
concept is developed by the private sector. For example, the firm manufacturing the raw
material for the “ Seattle Foot,” a prosthetic device developed by VA researchers, featured the
prosthetic in itstelevision advertising. The firm withdrew the ad when VA noted that the
Department received no mention or royalty for itswork. In another case, VA spent $1 million
to develop prosthetic design software, which a private company then sold worldwide for

199.U.S. General Accounting Office, Report to the Chairman, Subcommittee on Veterans Affairs, US Senate, VA
Hospitals: Issues and Challenges for the Future, April 1998, pp. 255-264, and tel ephone discussion, Veter-
ans Health Administration Research Office, April 1998.

200.Extramural Funding Central Office, National Institutes of Health, telephone interview, April 1998.

201patty L ewis, telephone discussion, Office of the Assistant Secretary of Defense for Health, April 1998.

20215 U.S.C. § 3710 and § 3710a.
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$10,000 a copy after only a slight product alteration. In addition, physicians often fail to
mention their employment with VA and instead commonly associate themselves with affiliated
medical schools when discussing research success.203

FINDINGS

¢ VA and DoD’s medical research capabilities are unique assets for the Nation, as well
as for the Departments and their beneficiaries. A vigorous research effort assists the
Departments in recruiting and retaining the high-quality staff necessary to assure
continued high-quality medical servicesfor their beneficiaries. The value of DoD and
VA's research assets are neither well known nor well understood by the American
public.

¢ Despite their disparate missions, VA and DoD research efforts could be shared or
coordinated in many areas. Partnering would allow VA and DaD to share resources
and enabl e researchers to access broader longitudinal study populations. Joint research
activity could result in stronger applications and lead to increased extramural grantsin
areas of common interest, such as aging, AIDS, cancer, cardiovascular disease,
diabetes, fibromyalgia, spinal cord injury, smoking, rehabilitation, and mental health.

¢ VA and DoD’sresearch capabilities, and their resulting achievements, could be
increased by devel oping additional non-appropriated funding sources, including
royalty revenue from the commercialization of their research findings.

RECOMMENDATIONS

¢ That DoD and VA maintain their research capacity.

¢ That acombined DoD/V A research committee meet at least annually to establish a
joint cooperative integrated research agenda for the following year.

¢ That Congress enact legidation directing DoD and VA to ensure public awareness of
the benefits of their research and to take stepsto realize afinancial return from their
research accomplishments.

BUDGET IMPLICATIONS - ISSUE 111.G

None

Underlying Assumptions

¢ Theminimal administrative coordination that would be necessary by clinical
investigators is absorbed by current positions.

¢ Somerevenueislikely to be derived from licensed, patented, and copyrighted
research.

¢ Savings from efficiencies are most likely to be used by research programsto increase
their research activity.

203 Healthcare Advisory Group Report, Annex I, pp. I-1-6.
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ISSUE IIl.H - DELIVER COST-EFFECTIVE SERVICES TO
HOMELESS VETERANS

How can the VA and DoD provide more cost-effective services for homeless veterans?

DISCUSSION

Background

VA estimates that veterans comprise one-third of America s homeless population. This
estimates means that between 300,000 and 500,000 veterans are homeless during any given
year.

VA Programs for Homelessness

Former Secretary of Veterans Affairs, Jesse Brown, described the plight of the homeless
veteran as anational tragedy. He stated that combating homel essness among veterans was one
of VA'stop priorities and that he wanted VA to lead in the fight against homel essness.204

Table 2 summarizes the wide range of VA programs targeted to serve homeless veterans.

Table 2: VA Specialized Programs for the Homeless

Abbreviation Program FY 1997 Cost (millions) FY 1997 Patients

DCHV Domiciliary Care For Homeless Veterans $37.214 4,619
Health Care For Homeless Veterans Pro-

HCHV gram (Less GPD) $33.063 35,059

GPD Grant Per Diem Program $5 7,000
Homeless Veterans Compensated Work

HMLS CWT/TR Therapy Program with Transitional Resi- $2.3 440
dence
Housing and Urban Development, Veter-

HUD-VASH ans Affairs Supported Housing Program $4.958 4,485
(permanent Section 8 housing)

The Commission acknowledges the value of VA's community-based programs for the
homeless and feels that more funds should be directed to the plight of homeless veterans.

Of the programs the Commission reviewed in some detail, the Grant Per Diem program?0>
that allows VA to combine forces with community providers in addressing homel essness
among veterans may hold out the greatest opportunity for making significant progress. Under
that program, VA provides a community-based organization with a grant of 65 percent of the
amount needed to purchase or renovate a housing facility. VA also pays 50 percent of ongoing
operational expenses, up to $16 per occupant per day. The Grant Per Diem program helps
community-based programs, such as Swordsto Plowsharesin San Francisco, provide housing,
rehabilitation, and job training. The goal is stable employment and self-sufficiency.206

204.\/ A Office of Inspector General, Review of Department of \eterans Affairs Assistance to Homeless Veterans,
September 20, 1996, p.i.
205. The Homel ess V eteran Comprehensive Service Program Act of 1992 (Public. Law. 102-590).
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Some programs combine social and employment services for homeless veterans with
housing. For example, Westside Residence Hall in Los Angeles provides transitional housing,
counseling, and job opportunities for approximately 300 previously homeless veterans. The
product of a private/public venture, this program offers a clean and sober living environment,
daily meals, and case management for vocational, financial, social, legal, recovery, and
benefitsissues. The public and nonprofit components of the partnership depend upon the
Disabled American Veterans and other veterans' service
organizations, the Los Angeles Veterans I nitiative, Inc., the Los
Homeless Veter ans Angeles Department of Military Affairs, and 22 AmeriCorps
served the Nation, but  volunteers. Residents are required to pay rent, stay drug free
continueto encounter and sober, and submit to random toxicology screenings.207 VA
provides doctors and social workers to support clinical services

barriersto a .. for the veteran clients being served through the program.
sucge_s_sful t_ransm on DOL provides services to homeless veterans through the
to civilian life. Homeless Veterans Reintegration Projects (HVRP) program.

The HVRP program provides support to homeless veterans
while linking them with other employment programs. During FY 1998, 2,200 veterans
received supportive services that provided clothing, shelter, medical referrals, and
transportation. Eighteen hundred of those veterans entered employment at an average cost of
$1,700 per placement. Although the program is authorized funding at the rate of $10 million
per year, HVRP appropriations have averaged only $2.5 million. The program is authorized
through FY 1999.

Analysis

Homel ess veterans served the Nation, but continue to encounter barriers to a successful
transition to civilian life.

The Commission believes that residential treatment plays an important role in effectively
delivering health services to that portion of VA's patient population that is homeless. A VA
study conducted in September 1996208 found that 25 percent of VA’s inpatient population was
homeless or without an address upon discharge from the hospital. However, the movement of
VA medical care from inpatient to outpatient settings has reduced VA's ahility to provide
residential treatment to homeless veterans. The Commission believes that VA should direct a
significant portion of their efforts to community-based treatment of homeless veterans.

Although a community-based approach to serving homeless veterans can be cost-
effective, these programs must be backed up by the ability to provide acute carein VA
facilitiesin support of veterans who suffer relapses with their medical, mental, or substance
abuse problems,209

206. Healthcare Advisory Group Report, Annex-U, pp. U-1to- U-2.

207. Transition Commission Trip Summary, Los Angeles, California, August 1998.

208. Department of Veterans Affairs. FY 1996 End-of-year survey of homeless veteransin VA acute inpatient
programs, September 1996, pp. i-ii.

200.Michael Blecker, Swords to Plowshares: Satus of Department of Veterans Affairs Inpatient Programs, Sep-
tember 1998.
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The Commission believes that community-based programs supported by the VA Grant Per
Diem program have been successful. However, the ability of these programs to provide
servicesisimpaired by the requirement to match VA’'s grant for operational expenses with
“hard dollars.” The Commission believes that services for homeless veterans could be
expanded in a cost effective manner if the matching requirement also could be satisfied with
“soft dollars” represented by in-kind services, such as a university’s donation of psychologists
services.

Grants are now available only to fund the start-up of new programs. The Commission
believes that existing community-based programs should be able to compete for grants to
expand services. Grant funds should be allocated where they will do the most good. Existing
programs with track records of success should not be penalized.

The Commission believes that the Grant Per Diem program is effective but underfunded.
Increased funding would represent an opportunity to realize a significant improvement in
services to homeless veterans, as well as eventual savings through avoiding costs for future
medical, mental or substance abuse treatment.

The unique combination of supportive housing and comprehensive services provided at
the Westside Residence Hall was possible when funds made available to mitigate the effect of
afreeway project were used to finance the purchase of aformer college dormitory, with the
mortgage repayabl e through rent collected from veteran clients. This model for providing care
appears to be cost-effective because it provides services to homeless veteransin aless
resource-intensive setting than amedical center. For that reason, the per-patient cost of care
may be less than the per-patient cost of providing care through traditional venues for serving
homeless veterans.

NOTE: The Commission did not conduct a comprehensive review of the entire spectrum
of programs providing services to veterans, and Commission recommendations concerning
specific programs should not be taken as criticism of programs not discussed in this section.

FINDINGS

¢ Homeless veterans personify the ultimate stage of afailed transition from active duty
to civilian life.

¢ A substantia number of homeless veterans do not now have effective accessto
services that could assist their return to the workforce and a more normal life.

¢ VA should increase support to community-based organizations to serve homeless
veterans in areas where there are no VA-operated residential treatment facilities.

¢ Savingsderived from the elimination of acute care beds should be used for supporting
treatment programs serving homeless veterans.

¢ Job training programs play akey rolein serving homeless veterans. DOL’s HVRP
program has proven itself a cost-efficient model for employment and training of
homeless veterans.

¢ TheVA's Grant Per Diem program can provide a strong vehicle for assisting public
and private providers in creating new programs and supporting existing programs to
serve homel ess veterans.
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¢ VA has much unused physical plant that is available for reuse through VA’'s Enhanced
Use Lease Program.

¢ Public/private partnerships and nonprofit community-based service delivery systems
may provide cost-effective mechanisms for providing services to homeless veterans.

RECOMMENDATIONS

That Congress enact legislation to —
¢ Amend VA's Grant Per Diem program for homeless veterans to allow —

o In-kind goods and services provided by community institutions and individuals to
count against matching requirements for grants for operational expenses.

o Funding of existing aswell as new programs.

¢ Increase funding for the Grant Per Diem program to approach $50 million annually by
FY 2000.

¢ Direct VA to channel asignificant portion of savings from elimination of acute care
beds to community-based residential treatment of homeless veterans.

¢ Urge VA to employ its Enhanced Use Lease authority to support community-based
residential care for homeless veterans.

¢ Reauthorize DOL’s HVRP program beyond FY 1999 and appropriate funding at the
$10M level authorized.

BUDGET IMPLICATIONS - ISSUE I1lI.H

LSty BAN COSES....viiuiiiiitietietecte ettt ettt te st et e et re st e s be e e eesbesbeeneeaesreeris $53 million
5-year CUMUIALIVE COSES.......oiiiiiiiie ettt e $263 million

Underlying Assumptions

¢ Average yearly appropriation for Grant Per Diem program is $5 million.
¢ Average yearly appropriation for HVRP is $2.5 million.

¢ Eventual undetermined savings will accrueto VA from investing in community-based
partnerships to address homelessness.

¢ Such savings may be used to treat additional veteran patients.

IssUE Ill.1 - ReEViEw How DoD AND VA CONDUCT
GRADUATE MEDICAL EDUCATION

Would DaD and VA beneficiaries and the Nation be better served by a shared DoD/VA
graduate medical education (GME) program, or should DoD and VA continue to operate GME
independently?
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DISCUSSION

Background

Both DoD and VA value their GME programs and civilian affiliations. Both GME and
civilian affiliations have significant influence on the operation of the medical centers and
encourage active participation in medical research. However, the mission differences between
DoD and the VA, specifically the readiness and mobilization needs of DoD, explain why DoD
developed Service-specific GME programs and VA developed affiliations with civilian
medical schools.

Department of Veterans Affairs GME

VHA's GME is conducted through affiliation with schools of medicine. These affiliations
enhance the quality of care provided to veteran patients within the VHA healthcare system.

Currently, 130 VHA medical facilities are affiliated with 107 of the Nation's 125 medical
schools. VA supports 8,700 physician resident positions, approximately 10 percent of the
graduate medical education positions in the United States. Through these partnerships, more
than 32,000 medical residents and 20,000 medical students receive some of their training in
VHA facilities every year. More than 65 percent of the Nation's physicians have received
training in the VA system. VA also provides partial salary support of medical school or
university faculty who see patients at VA facilities, supervise residents, and conduct research.
More than 7,000 of VA's 10,000 full-time equivalent employee physicians are also medical
school faculty.

Between academic year 1992-1993 and academic year 1995-1996, through several
voluntary initiatives, VHA increased the percentage of medical resident positionsin primary
care disciplines from 33.7 percent to 38.6 percent. In FY 1996, a Residency Realignment
Review Committee was appointed to advise VA's Under Secretary for Health on realignment
of VHA’s medical residency programs to ensure that VHA GME &affiliations would meet the
future healthcare needs of both the VA and the Nation. Asaresult, by theyear 2001, VHA will
shift 1,000 specialty resident positionsto primary care, increasing that specialty from 38
percent to 48 percent of residency positions.

Historically, VA aso has been aleader in training associated health professionals.
Through affiliations with individual health profession schools, clinical internships and
fellowships are provided to students in more than 40 professions, including nursing, pharmacy,
dentistry, audiology, dietetics, social work, psychology, physical therapy, optometry, nuclear
medicine technology, physician assistance, and respiratory therapy. Approximately 41,000
associated health students receive training in VA facilities each year.

Department of Defense GME

DoD, through the Army, Navy, and Air Force, sponsors 230 GME programs with
approximately 3,000 physiciansin training. All DoD programs are accredited and follow
accreditation guidelines with regard to size, rotation length, internships, residencies, and
fellowships. These programs are operated directly and independently by DoD, rather than
through affiliation with amedical school. DoD has at |east one program in amost every
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recognized specialty and fellowship. Each Service determines its needs for particular
specialists and sizes its training programs accordingly. DoD oversight of these programs
includes setting policy, funding, and monitoring of the annual selection process. DoD
oversees the Uniformed Services University of the Health Sciences and funds the scholarship
program that supports the majority of military physicians.

Currently, little coordination occurs between DoD and VA with regard to GME at the
headquarters levels. However, at the local level, some individual programs do have
cooperative agreements between these systems.

DoD is studying the administration of its GME programs and considering consolidating
those functions where consolidation could lead to greater efficiencies. Currently, each Service
has direct responsibility for its programs and would have to be approached individually to
examine possibilities for integration or cooperation. An initiative to increase cooperation with
VA may be beneficial after the current DoD study is completed.210

Analysis

Efforts over the years to find opportunities for collaboration in GME have met with mixed
results. DoD Health Affairsand VHA point to the Albugquerque/Kirtland Air Force Base joint
venture as a success story. Mission differences and readiness requirements are cited as the
reasons limiting efforts of GME collaboration.211

During FY 1996, aDoD/VA committee investigated opportunities for GME collaboration.
The committee concluded that efficiencies could be obtained in standardizing the processing
of legal agreements for cooperative activities and for streamlining the personnel processing of
the individuals involved in the actual collaborative ventures. The committee was concerned
that top-down-directed efforts to integrate GME programs for the sake of integration alone
might threaten the unique purposes of each Department's program. As aresult, DoD and VA
established a standardized collaboration/affiliation agreement that is used on alimited basis
and streamlined personnel processing of joint DoD/V A appointments, including verification of
licensure and credentials.212

Current DoD and VA cooperative ventures include —

¢ Jointly sponsoring internships and residencies in medicine and associated health

professions.

¢ Making clinical rotation sites available to medical residents or associated health

professions trainees in respective DoD and university/VA accredited programs.

¢ Making VA facilities available as clinical experience sites for military reserve
healthcare professionals educational programs.

210.Capt. Orcutt, Power point slides, DoD, Health Affairs, May 1998.

211.Gloria Holland, VHA Office of Academic Affairs, VA White Paper on Health Professions Education, Par-
ticipation in U.S. Graduate Medical Education, May 1998.

212.GloriaHolland, 1bid.
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FINDING

¢ Solid rational e supports the different purposes of GME for DoD and VA. For that
reason, the Commission does not advocate a consolidation of these programs.

RECOMMENDATIONS

That Congress enact legislation requiring —

¢ A comprehensivereview of funding provided to teaching hospitals by Medicare GME,
indirect medical education, and DoD/VA GME programs to identify opportunities for
coordinating and streamlining federal subsidies to the teaching hospitals.

¢ A comprehensive review of current DoD/VA GME collaboration to determine if
opportunities for greater collaboration exist.

BUDGET IMPLICATIONS - ISSUE III.1

None

Underlying Assumptions

¢ DoD and VA use existing resources.
¢ Efficiencieswill most likely be used to enhance other activities.
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CHAPTER IV - ECONOMIC EQUITY

OVERVIEW

The benefits provided to servicemembers and veterans have many purposes. These
programs can serve as areward for valuable and difficult service to the Nation, as mitigation
for the economic disadvantages imposed by the hardships of military service, and as a
recruiting incentive. Some programs have only one function; others simultaneously advance
some or all of these goals. However, if benefit programs are to remain successful, they must
beregularly updated to reflect changes in the economic and social environment and changesin
the circumstances of the men and women who defend the
Nation. Commission recommendations relating to economic .
equity will, if implemented, help to ensure that these benefits If benef_lt programsare
continue to reflect the realities of the 21st century. to remain successful,

In roundtables, focus groups, and site visits, they must be regularly
servi cemempers tpld the Commission that they place great updated to reflect
value on their entitlement to a home loan guaranty. However, h inth
housing, real estate finance industries, and military C anges_m the _
compensation have all changed dramatically sincethehome ~ €conomic and social
loan benefir: was first enacteiin 1h94;l '(Ia'fhe Commission environment and
proposes changes to ensure that the benefit continues to .
provide servicemembers and veterans with an opportunity for Ch angesin the
homeownership at a reasonable cost to the taxpayer. circumstances of the

A servicemember's road to post service economic equity men and women who
and well-being begins with financial decisionsthat aremade  defend the Nation.
while the member is still on active duty. For that reason, the
Commission proposes reforms that will provide
servicemembers with information on financial management and assist them in taking control
of their financial future during their military careers and building the foundation for their
postservice lives in the dynamic financial environment of the 21st century.

Savings are amajor building block for financial planning, both during active duty and in
preparation for postservice financial well-being. The Commission believes that active-duty
servicemembers should have access to the same financial incentives and rewards for savings
as are available to civilian federal employees and to most Americans. The Commission
proposes a program of tax-deferred savings that it believes will provide a financial benefit to
servicemembers, as well as assist the Services to recruit and retain the high-quality men and
women needed to defend the country. Such a program is becoming a standard part of the
compensation package made available by American employers, and the Commission believes
that as an employer of choice for an all-volunteer force, DoD should provide servicemembers
with a complete range of contemporary employee benefits.
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Small business ownership represents one path to postservice economic equity for the men
and women whose service ensures the future of the Nation’s economic and political liberties.
However, the path to successful entrepreneurship is adifficult one. Commission
recommendations suggest reforms and programs that would help servicemembers and veterans
take advantage of opportunitiesin the Nation's 21st century free-market economy.

The Commission believes that benefits for servicemembers of the next century, like
benefits for servicemembers of this century, should accurately reflect the gravity of the times.
The Commission considers it inappropriate for the service of individuals on active duty, now
and in the future, to carry the designation of a conflict now almost 8 years past. For that
reason, the Commission proposes that Congress establish a date, after which active duty will
no longer be considered service during the Persian Gulf War.

These proposals, and proposals found in other chapters of this report, will help ensure that
benefits for servicemembers and veterans remain current to meet the needs of the times.

ISSUE IV.A - REFOcuUs VA’S HOUSING PROGRAM TOWARD
VETERANS IN TRANSITION

Can the VA home loan program be improved or streamlined for veterans of the 21st
century?

DISCUSSION

Background

Before enactment of the World War 11 GI Bill in 1944, America's most generous housing
finance program was Federal Housing Administration (FHA) mortgage insurance, which
insured 20-year loans and required 20-percent down payments. The VA home loan guaranty
program gave veterans access to loans with no down payments that were repayable over a
period that was eventually extended to 30 years.

Analysis

Home Loan Guaranties Remain a Valuable Benefit

No-money-down VA home loans were the only way veterans returning from World War |1
could possibly obtain ahome. The Nation was then dealing with millions of veterans who had
received only subsistence pay while on active duty and who returned home from atotal
mobilization of the Nation's resources.

The situation today is different. Today the Nation is essentially in atime of peace. It has
an all-volunteer force, which receives compensation that is significantly greater than that paid
to persons who were conscripted into the military.
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However, adown payment remains one of the greatest
Many veterans obstacles faced by afirst-time homebuyer. The 1998 National
would not be able Housing Survey, conducted by the federally chartered company

. Fannie Mae, reported that “not having enough money for a down
to purchasetheir  payment or closing costsis still the greatest perceived obstacle to
first homes without homeownership, with 29 percent of all adults citing it as a“major

the VA benefit obstacle.”213
The Commission believes that thisis especialy true for

recently discharged veterans. Many veterans would not be able to purchase their first homes
without the VA benefit. They simply do not have the cash needed to both make a down
payment and pay other required closing costs. In FY 1997, VA reported that 92 percent of all
loans made to purchase a home were made with no down payment. These borrowers had
median assets of $3,700. With closing costs typically ranging from $2,000 for loans under
$50,000 to more than $6,000 for higher loan amounts, the no-down-payment feature was the
crucial factor in obtaining ahome. Home-buying veterans needed their cash to pay closing
costs. VA reported that in its 1997 customer survey, 70 percent of veterans said that they
would not have been able to purchase their homes without a VVA- guaranteed loan.214

“Upside Down’ Loans: An Unnecessary Burden on Home-Buying Veterans

Initially, veterans were not charged for using the VA home loan guaranty. However, since
1982, veterans (except those receiving compensation for a service-connected disability) have
been required to pay afee, now 2 percent of the loan amount, to use their benefit. Thisfee was
imposed as a small part of a coordinated, government-wide attack on the federal budget
deficit.

Thefeeisusually added to theinitial loan amount and financed over the term of the loan.
Theresultisaloan that is“upside down,” that is, the veteran’s debt is greater than the value of
the home just purchased, and the veteran has a“ negative equity” in the property. Veteranswho
encounter financial difficultiesin the early years of home ownership may not be ableto sell the
property for enough to pay off the loan.

The Commission recommends that this change apply to individuals who enter active duty
after date of enactment.

One-Time Use for New Accessions: An Effective Transition Benefit

The original Servicemen's Readjustment Act of 1944 limited veteransto a single home
loan guaranty and required them to use it within 2 years of their separation from military
service or 2 years from the ending date of the World War 11, whichever was later. Over the
years, the program was liberalized to remove the deadline for using the benefit, allow
refinancing loans, and permit veteransto regain and reuse their entitlement for the purchase of
another home.

213 Fannie Mae News Release, Washington, D.C., July 16, 1998
214. Testimony of Mr. Keith Pedigo, Director, VA Loan Guaranty Service, February 17, 1998, Commission
Hearing.
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These enhancements increased the scarce federal resources committed to this benefit and
increased the taxpayers' exposure to the risk of default. The Commission believes that
transition is not a lifelong process and that one V A-guaranteed home loan would be an
effective transition benefit for veterans of the 21 century. Veteran homeowners seeking to
buy a second home would do so with the home equity and credit record created by their first
home loan. In addition, numerous alternative vehicles are now available for financing a home
purchase. For example: The FHA loan program does not require veterans to make any down
payment on the first $25,000 borrowed. For any additional amount borrowed, FHA requires
only a 5-percent down payment. For those who qualify for a conventional loan, Fannie Mae
currently has a program called Fannie 97, which requires only a 3-percent down payment.
Bank of Americarecently announced a similar pilot. The Commission sees no compelling
justification for multiple use of the home loan benefit, with the exception of interest rate
reduction refinancing.2t5 Accordingly, the Commission recommends that Congress amend
current law to allow only one use of the home loan benefit. An exception should be made for
loans that reduce the interest rate on an outstanding VA loan. The change should apply only to
individuals who enter active duty after the date of enactment. The resources saved by limiting
the home loan benefit could be redirected to other veterans' priorities.

Reservist Eligibility Should Be Permanent

Under current law, Reservists who have completed 6 years of service are eligible for VA
homeloans. Thiseligibility expires October 27, 1999. Given the important role Reservists
play in the Total Force concept of today’s Armed Forces, the Commission believes Reservist
eligibility should be made permanent and should be identical to the active duty benefit.

Currently, each Service provides a“points statement” to Reservists, usually on an annual
basis, to document their service. These statements are different for each Service and are not
readily understood by private sector lenders. The Commission believes that DoD should
provide a uniform document to each member of the Selected Reserve who completes the
required 6-year period of service. Thisdocument would confirm eligibility for benefits, just as
the current DD Form 214 confirms the service of active-duty servicemembers. It should be
clear, unambiguous, and easy to obtain.

Pilot Program To Determine If Lenders Should Be Responsible for the Resale of
Foreclosed Properties

Under current law, when a VA home loan is foreclosed, the lender has the option of
transferring the property to VA for resale. The Commission believesthat VA need not beinthe
business of acquiring, managing, repairing, and reselling foreclosed properties. This
responsibility could be handled by the private sector, asit is for conventional loans, and VA
resources could be redirected to other areas.

2154 Streamlined” interest rate reduction refinancing authorized under 38 U.S.C. 88 3710(a)(8) and (€) allows
veterans to refinance the outstanding balance of the existing VA loan, but not to take cash equity out of the
property. These streamlined refinancing loans are beneficial to both VA as guarantor of the loan and to the
borrower because the reduced interest rate on the outstanding obligation lessens the risk of default.
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A pilot program should be designed to evaluate the effect on veterans and
servicemembers, as well as the cost savingsto VA. If implemented, the proposed changes to
the home loan property management program could result in savings estimated to be $1.4
billion over 10 years. The pilot program would not apply to loans that VA has already
guaranteed. However, for a selected group of loans made after the effective date of the
proposed legislation, VA's obligation would be limited to paying lender's claims.216 On these
new loans, VA would no longer be obligated to purchase and resell foreclosed properties.

The Commission recommends that VA test this concept in one or more of its Service
Delivery Networks, as determined by the Secretary. |f the 2-year pilot program is successful
and the change adopted on a nationwide basis, VA's home loan program workload would be
significantly reduced. VA'sfiscal year 1999 budget submission projects that VA will acquire
26,475 properties over the course of the year, dispose of 25,734 properties, and end the year
with 13,055 properties on hand. VA reports that 257 of 1,330 Loan Guaranty Service field
staff work in property management. Freeing VA of property management responsibilities
would make these staff positions available for meeting other veterans' needs.

FINDINGS

¢ Theopportunity to buy a home with no down payment is a valuable benefit for
servicemembers in transition from military to civilian life because lack of fundsfor a
down payment and closing costs remain an obstacle to servicemember and veteran
homeownership.

¢ Thefunding fee imposed on veterans who use the VA home loan benefit was strictly a
budgetary measure. It was never properly justified by program policy considerations
and is simply wrong as a matter of sound policy.

¢ Transitionisnot alifelong process, and servicemembers and veterans who have
purchased their first home have less need for VA assistance in buying a subsequent
home. Other housing finance programs are available to all persons, including
veterans, through FHA and the private sector.

¢ Researvists are an important part of the Total Force structure and should continue to be
included in the home loan guaranty program.

¢ It may not be necessary for VA to acquire and resell foreclosed properties. This
function could be performed by the private sector.

216. 33 USC § 3703. Currently, for loans exceeding $56,250, the maximum guaranty is the lesser of $36,000 or
40 percent of the loan amount. For qualified loans of more than $144,000, the maximum guaranty isthe
lesser of $50,750 or 25 percent of the loan amount. Under current law, VA pays a claim based on the differ-
ence between the outstanding indebtedness, plus foreclosure costs, and the “net value” of the property to
VA. Netvalueisdefined in 38 USC § 3732(c) as essentially the fair market value of the property minus
VA's estimated cost of acquiring, managing, and disposing of the property. Thelaw also providesthe lender
in most cases with an option to convey the property to VA for an amount equal to the net value of the prop-

erty.
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RECOMMENDATIONS

That Congress enact legidlation to:

¢ [For persons beginning active duty on or after the effective date of the legislation,
eliminate the funding fee beneficiaries now are required to pay in order to receive a
VA-guaranteed loan.

¢ For persons beginning active duty on or after the effective date of the legislation, limit
VA home loan guaranty to a single use, either while on active duty or after separation,
except for refinancing loans that simply permit the veteran or servicemember to reduce
the interest rate on an outstanding VA loan.

¢ Make permanent the Reservists' home loan guaranty eligibility (now scheduled to
expire at the end of FY 1999) and direct DoD to promptly provide Reservists who
complete 6 years of honorable service with a simple, uniform, easy-to-read document
verifying their eligibility for this benefit.

¢ Establish a2-year pilot program to determine the effect of limiting VA's obligation
under the guaranty to paying a claim and making lenders responsible for disposing of
foreclosed properties. The pilot program would be limited to one or more geographic
areas, as determined by the Secretary of Veterans Affairs.

BUDGET IMPLICATIONS - ISSUE IV.A

LSE-YEAN SAVINGS ...eeviiiiticiecieete et eee e te et e ste et e et e et e besbesbesae e besbesaeeaeenresbe e $0 million
5-year CUMUIAtIVE SAVINGS .....coieeiie et s snee $32 million

Underlying Assumptions

¢ Limiting the proposed changes to one-time use and eliminating the funding fee to
accessions after the effective date would have no savingsimplicationsin the first 5
years.

¢ Permanently authorizing Reserve eligibility is budget neutral provided the reservists
fees adequately pay for defaults.

¢ Savingsfrom apilot test of lenders' liquidating foreclosed properties applicable to
loans made after the effective date is based on one-ninth of the total.
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ISSUE IV.B - ALLOW SERVICEMEMBERS TO PARTICIPATE IN
FEDERAL THRIFT SAVINGS PLAN

Should servicemembers be allowed to participate in atax-deferred voluntary payroll
savings plan that would provide increased opportunity for building savings and would enable
the military to be a more competitive employer in the 21t century?

DISCUSSION

Background

Today, most large employers sponsor some form of tax-deferred payroll savingsplanlikea
federal 401(Kk).217 Federal civilian employees can participate in the Thrift Savings Plan (TSP),
a401(k)-like plan managed by the independent Federal Thrift Savings Board that allows
employees to make tax-deferred contributions to investment plans. However, “[u]nlike most
public and private sector civilian employees, members of the uniformed services are not
permitted to participate in atax-deferred savings plan.”218 DoD surveys show that many
servicemembers believe they have no appreciable savings and little opportunity to build
them.219

TSP would make military service more attractive. Because most military personnel (82
percent) leave military service before gaining retirement eligibility, the opportunity to build
savings that can be carried over to their civilian employment may be an important factor in
potential recruits decisionto enlist. The authority for
Young servicemembers Dop to deposit enl istment and reenlistment bonuses of

) servicemembers into their TSP account as a tax-deferred
saving a few thousand benefit would enhance significantly the ability to retain key
dollarsduring their first  personnel. Employers need adiverse array of benefits like
term of service could see savings plans “to retain the talent they have and attract
that b more talent.” 220

a_ moneY ecome a TSP issimple and offers 3 investment options: a
major portion of their government bond fund (G-Fund), a fixed-income fund (F-
retirement savi ngs. fund), and a common stock fund mirroring the S& P 500
(C-fund). TSP also is convenient. Participants contribute
with automatic payroll deductions. If TSP were available to servicemembers, they could let
their funds remain in TSP or roll the money over into a new retirement plan when they leave
active duty, either by separating or retiring. An E-7 making the maximum monthly

217.Willette, A. “How Plans Stack up at the USA’s 100 Biggest Employers,” USA Today, Nov. 24, 1997, p. 6B

218.pecember 19, 1997 Letter from Under Secretary of Defense of Personnel and Readiness Rudy de Leon to
the House Subcommittee on Military Personnel.

219.Armed Forces Financial Network, Survey of Armed Forces Financial Needs and Behaviors, 1996, p.16

220.Ginsburg Steven, “ Along with the Paycheck, Lessonsin How to Use It,” Washington Post, May 10, 1998, p.
HO4.
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contribution to the C-Fund for 20 years could have $116,798 in his or her TSP account at
retirement. If left in the C-Fund, those savings could grow to $1,889,823 by age 59Y2, when
savings can be withdrawn without penalty.

The real strength of TSP isthe compounding of earnings over time. Dollars saved today
pay large dividendsin thefuture. Young servicemembers saving afew thousand dollars during
their first term of service could see that money become a major portion of their retirement
savings. |If compounded at arate of 12 percent, the historical return on stocks, $3,000
contributed to TSP would become $195,928 in 35 years.

Analysis

Those who oppose servicemember participation in TSP fear that Congress may use the
availability of a savings plan as an excuse to reduce military retirement. However, Congress
has already reduced the value of military retirement, without the making a military savings
plan available.

Opponents also point to investment options, like the Roth Individual Retirement Account
(IRA) that already are available to servicemembers. However, people with incomes similar to
military personnel simply do not participate in IRAs. In 1992, only 5 percent of those eligible
for tax-deferred IRA contributions actually made them.221 |RA purchasers must make their
own investment decisions. This responsibility could deter young military personnel with
neither the time nor the experience needed to make informed investment decisions. In
contrast, the government offersits civilian employees savings options that are both stable and
easy to understand.

IRAS, especialy those invested in stock plans, often require large initial investments.
Servicemembers, however, could start contributing to TSP with little as $1. The TSP
management fees are very low compared to other investing plans (see table 3 below). TSP
allows civilian employees to change their contributions during open season periods every 6
months. They also can make interfund transfers between investment options monthly. While
still on active duty, servicemembers would be eligible for loans from their TSP savings
accounts. They would pay themselves back at the G-Fund rate of interest. Thisoptionisan
advantage over the Roth IRA, because when funds are removed from a Roth IRA, they cannot
bereturned for any futureretirement. Simple, flexible, and convenient, TSP would betheideal
investment tool for today’ s servicemember.

Table 3: TSP C-Fund Compared With Index-Based IRAs
Fund Minimum Initial Minimum Monthly Annual Expense 5-Year Average
Investment Automatic Investment per $1000 Return
TSP C-Fund $1 $1 $1 20.7 percent
Frice Equity-Income $1000 $50 $18 19.3 percent
Vanguard S&P 500
Index Fund $1000 $50 $12 20.6 percent
USAA S&P 500
Index Fund $2000 $50 $12 N/A

221. Employee Benefit Research Institute Databook on Employee Benefits, 4th ed., April 1995 Table 15.1
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Although not all servicemembers may chose to participate in a savings plan, many can
easily afford to make afull contribution (5 percent) to TSP from their disposableincome. If a
payroll savings plan is not made available, military personnel will be denied an option that
many of their civilian counterparts enjoy.

The TSPisavery popular benefit among Federal civilian employees. More than 650,000
Civil Service Retirement System (CSRS)-€eligible federal employees make TSP contributions
even though they receive no match from the government. It isunfair to deny military
personnel thisimportant savings opportunity.

The Services are experiencing difficulty in achieving both their recruiting and retention
goals. A benefits package including savings options commonly availablein the civilian world
would help DoD meet its manpower requirements.

Y oung officers are highly coveted by employers offering 401(k) plans and the attrition rate
of these officersisalarmingly high. DoD provides its personnel with extensive and expensive
training. A savings plan option may help entice young officersinto continuing their serviceto
the Nation.

The military should encourage sound financial management by servicemembers.222 A tax-
deferred savings plan would provide an effective vehicle for servicemembers to begin
accumulating savings. It would be the right thing for DoD, as a responsible employer to do.

FINDINGS

¢ Savings empower individuals to take advantage of opportunities later in life. A tax-
deferred savings plan is an effective recruiting and retention tool for employers. Both
servicemembers and the military Services are unnecessarily placed at a disadvantage
by the lack of a convenient, affordable tax-deferred savings plan for servicemembers.

¢ Servicemembers are at a disadvantage in accumulating long-term savings compared
with individuals who do not serve on active duty.

¢ A tax-deferred savings plan would create an additional benefit for servicemembers
without competing against other activities for scarce DoD appropriations. A savings
plan would simply allow servicemembers to voluntarily save more of their own
money and enjoy an option that many civilians already have.

RECOMMENDATIONS

That Congress enact legidlation permitting active-duty military personnel to make non-
matching tax-deferred contributions of up to 5 percent of their basic pay, and all or any part of
any enlistment or reenlistment bonus, to the Federal civilian employees’ TSP administered by
the independent Federal Thrift Savings Board. Since participation would be voluntary, TSP
would not in any way add to or substitute for military retirement or compensation.

222. See Issue IV-ein this report for a recommendation on fostering personal financial management.




CHAPTER IV - ECONOMIC EQUITY

BUDGET IMPLICATIONS - ISSUE IV.B

LSty BAIN COSES....uitiitiitieieite et ettt et et et e be st et e stesbeebeeaeebesbesbeeaeentenbesrens $21 million
5-year CUMUIALIVE COSES.......ociieiieie ettt $181 million

Underlying Assumptions

¢ Federal Thrift Investment Board estimates 10 percent participation rate in first year
and an additional 3 percent each of the next 4 years.

¢ Composite tax rate of the Armed Forcesis 16 percent per OSD Directorate of
Compensation.

¢ Basic military pay is $32 billion in President’s FY 1999 budget. Payroll projections
increase by 3 percent annually.

¢ Average contribution of non-matching TSP participants is approximately 4 percent.

ISSUE IV.C - STREAMLINE DISABILITY PHYSICAL
EVALUATION PROCESS

Can astreamlined disability physical evaluation process increase efficiency, reduce
redundancy, and improve the way the Federal Government provides for disabled
servicemembers and veterans?

DISCUSSION

Background

Servicemembers who become disabled while on active duty may look to three different
disability compensation systems (DoD, VA, and Social Security) for income support after they
leave active duty.

If aservicemember isreleased from active duty because of disability and is evaluated as 30
percent disabled or more, he or sheiseligible for DoD disability retirement payments. If the
disability is evaluated at less than 30 percent, the servicemember receives a one-time payment
of disability severance pay from DoD.

A former servicemember also is entitled to VA disability compensation for any disability
that was incurred or aggravated during the period he or she was on active duty (unless the
disability isthe result of misconduct). To avoid duplicate payment for the same disabilities,
veterans are required to waive an amount of retirement pay equal to the amount of VA
disability compensation they receive. In the case of severance pay, VA disability
compensation payments are withheld until the amount equal to the amount of severance pay
has been recouped.
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Currently, both DoD and VA use the same VA Schedule for Rating Disahilities to make
determinations for their disability evaluation systems. However, the two systems apply
different standards because they make determinations for different purposes. DaD is
concerned with fitness for military duty and, for those individuals who will be separated or
retired dueto disability, the degree of impairment resulting from the dominant injury or illness.
VA, on the other hand, determines average impairment to civilian earning capacity based on all
service-connected disabilities.

The 1993 National Performance Review recommended that DoD and VA identify waysto
streamline or consolidate their disability compensation adjudication and disbursement
processes. Pilot tests show that benefits can be achieved from such a consolidation. In July
1997, aVA/DoD Separation Examination Test demonstrated that veterans received their
benefits faster when applicationsfor VA compensation benefits were assembled and decided at
the point of discharge. DoD’s current time standards for the disability evaluation system are
30 days for the Medical Evaluation Board (MEB) and another 40 days for the physical
evaluation process. Actual timeis 2 -to- 3 months for the MEB and 40 days for the physical
evaluation process (PEB).223 |n contrast, all 669 claims finalized during the Separation Exam
Test were processed in less than 34.7 days.

The Separation Exam Test was used for individuals being separated or retired because of
disability, but VA is conducting additional testsinvolving the general population of separating
servicemembers. VA istesting the effects of pre-discharge claims devel opment, examinations,
and rating preparation at Forts Lewis, Hood, and Knox. At the Navy’s Great Lakes Naval
Training Center, VA is collecting and reviewing medical and administrative information
before discharge and authorizing disability compensation awards on the day of discharge. The
VA/Great Lakes Naval Training Center Pre-Discharge Claims Processing Team received the
Vice President’s Hammer Award for its effort. VA also has assigned rating specialiststo
adjudicate cases at Fort Knox, Kentucky; Camp Pendleton, California; and Offutt Air Force
Base, Nebraska.

Analysis

Under the present dual evaluation systems, DoD and VA separately review cases to make
rating determinations. A Combined DoD/V A Disability Evaluation Rating Board would avoid
thisredundancy. A single compensation system would eliminate the redundancy between
systems.

The duplicate DoD and VA systems have their origin in the Nation’ s historic pattern of
maintaining only a small standing military in times of peace and relying on volunteersin case
of war or emergency. Historically, the War and Navy Departments met the postservice needs
of veterans of the regular establishment when they retired. Volunteersin time of war or
emergency were rewarded with bonuses, land grants and, in their old age, service pensions. |t
was not until the 20th century that the Nation relied on mass conscription of citizen soldiersin
time of war. VA's predecessor, the Veterans Bureau, was formed after World War | to
administer veterans' disability compensation programsin part because War and Navy

223.0Office of Assistant Secretary of Defense (Force Management Policy) testimony before the Congressional
Commission, Feb. 18, 1998.
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Department personnel systems and compensation programs were inapplicable and
inappropriate for millions of demobilized conscripts. Many of these veterans of short-term
service needed immediate care and compensation for injuries and illnesses incurred during the
war. The separate military and veterans' compensation systems were reinforced by the large
numbers of short-term citizen soldiers who served in World War |1, Korea, Vietnam, and the
Cold War.

At the same time, however, the distinction between the military and VA compensation
systems was blurred as military disability retirement benefits became available to all
servicemembers, not just members of the regular establishment. Today, the Cold War is over,
the Nation is returning to a smaller all-volunteer force, and advances in communications and
information management makes it easier to transmit information across bureaucratic
boundaries.

For these reasons, it is appropriate to ask if it is still necessary to maintain separate and
independent DoD and VA disability compensation systems to meet the needs of individuals
who develop illnesses or are injured while on active duty.

The Commission addresses this issue with a two-track proposal.

¢ First, and for the long term, it proposes that Congress direct the two Departments
identify theissuesinvolved and propose a plan to unify the two systems, together with
an analysis of the effects.

¢ Second, and for the immediate term, the Commission proposes that Congress direct
the two Departments to provide a common physical exam and a combined VA/DoD
disability evaluation board for individuals being separated or retired due to disability.

Incorporation of predischarge physical examinations, using VA protocols, into the MEB
process would provide a thorough, well-documented separation examination that would form
the basis for a decision on any future disability claim a veteran might file.224 In addition, a
single pre-discharge physical examination would eliminate the inconvenience of two separate
medical examinations, one for DoD’s use in determining fitness for duty and the degree of
disability for purposes of disability retirement and separation pay, and another for VA'suse in
making service-connected disability rating determinations. Lengthy delaysin processing VA
claims due to waiting for additional medical information could be virtually eliminated.

Under the recommended process, Service representatives on the board would retain sole
responsibility for fitness and retention decisions. When the Service determines that an
individual is unfit for duty, the combined board would then identify and assign the degree of
disability for conditions that would form the basis for military disability retirement/separation
decisions by DoD and service-connected disability compensation decisions by VA.

VA |eadership has established agoal of locating disability claims decision makers at
service separation points so that claims can be adjudicated on the spot as an integral part of the
separation process. This approach is made difficult by the large number of separation points
and, for overseas locations, difficultiesin housing VA employees.2%

224/ A response to Report to Congress of the Veterans' Claims Adjudication Commission, April 1997, p. A-91.
225\/ A Under Secretary for Benefits Joseph Thompson, briefing to the Commission, September 9, 1998.
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Closer coordination of the disability evaluation process has the potential to significantly
improve service for servicemembers in the process of becoming veterans and make enhanced
use of scarce DoD and VA funding and human resources. In addition, increased coordination
could set the stage for consolidation of the two disability compensation payment systems.
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Figure 1 outlines the proposed process and responsibilities.

FIGURE 1
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FINDINGS

¢ TheDoD severance pay/disability retirement system and the VA disability
compensation system both serve the same basic purpose. Maintaining duplicate
systems for the same purpose is redundant and consumes scarce resources at atime
when the two Departments are under severe budget pressure.

¢ Thecurrent system of separate DoD and VA physical examinations and disability
rating determinations imposes both inconvenience and delay on servicemembers
being separated or retired due to disahility.

¢ Determinations of fithess for duty and retention should remain a uniquely military
responsibility, but separate examinations and determinations of the nature and degree
of disability are wasteful of scarce DoD and VA medical and staff resources.

¢ Consolidation of the Services' separate disability evaluation systemsinto asinglejoint
system would facilitate establishing a Combined DoD/V A Disability Evaluation
Rating Board.

¢ DoD and VA canimprove service and use resources more efficiently by (1)
consolidating their dual disability evaluation systems into a single process to create
dual ratings, (2) establishing a combined DoD/V A Disability Evaluation Rating
Board, and (3) using VA protocols to conduct pre-discharge physical examinations.

¢ Serviceto separating servicemembers would be improved if VA disability claims
decision makers could evaluate disability compensation claims at the time and place
of separation from active duty.

¢ Completed and ongoing pilot tests by VA and the military Services have already laid
the foundation for a Combined DoD/V A Disability Evaluation Rating Board. DoD
and VA only need to build on that foundation.

RECOMMENDATIONS

That DoD and VA—

¢ Jointly identify and analyze the issues that must be resolved in order for the two
disability compensation systems to be consolidated into a single system, and within 1
year of enactment of legislation propose a plan for implementing such a consolidation,
including necessary changesin legislation.

¢ Establish a Combined Disability Evaluation Rating Board that would administer the
disability evaluation systems as a single process to obtain dual ratings for individuals
being separated or retired due to disability. The Combined Board would collect and
review servicemembers' separation examinations, medical records, and disability
claim applications and make rating determinations at the time and point of discharge.

¢ Coordinate with each other in organizing and administering the separation process,
including assistance with housing VA personnel at overseas locations to enable VA to
station disability claims decision makers at separation points serving the largest
possible number of separating servicemembers.
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BUDGET IMPLICATIONS - ISSUE IV.C

LSE-YEAN SAVINGS ...eiuvitiitieiecte et cteeeie ettt s te ettt besbeeae e e e sbesbeeneeaesreeras $10 million
5-year CUMUIAtIVE SAVINGS .....coiieiieciicsecseese et $55 million

Underlying Assumptions

¢ DoD conducts 26,100 PEB examinations annually.

¢ VA estimates that 90 percent of PEB examinations are inadequate for VA
determinations.

¢ Averagecost of aVA examinationin FY 1998 was $428.
¢ Cost of exam isincreased by 3 percent each year.
¢ Administrative cost of the Rating Board comes from current resources.

ISSUE IVV.D - ENHANCE ECONOMIC OPPORTUNITY
THROUGH ENTREPRENEURSHIP

What assistance can the Federal Government provide for servicemembers and veterans
who are interested in establishing or expanding a small business?

DISCUSSION

Background

According to the SBA Office of Advocacy, small firms represent 99.7 percent of all
employers and employ 53 percent of the private work force. According to Bureau of Census
data, veterans own about 4 million of the approximately 22 million small businessesin
America. Disabled veterans own about 800,000 businesses.

Access to Information

Our society isincreasingly mobile. The servicemember knows this well from firsthand
experience. Individuals desiring to start small businesses place a value on being able to access
on-line, up-to-date information on awide variety of small business subjects, from start-up and
compliance to doing business with the government.226 Currently, SBA maintains Procurement
Marketing and Access Network (PRO-NET). PRO-NET is a Web-based database identifying
thousands of small businesses wishing to do business with the Federal Government, either asa
prime contractor or subcontractor. Small businesses can identify themselves as veteran or

226\Nritten statement of Patricia Peacock, Ed. D., Director, Regional Small Business Development Center,
Commission Small Business Roundtable, January 13, 1998, p. 4.
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disabled veteran-owned. Businesses register and are responsible for keeping their profiles
current. Contracting officers of federal agencies and large prime contractors use the database
to identify capable small businesses.

Access to Capital

Recent changes in the banking industry, evidenced by a series of large mergers, have
eroded the entrepreneur’ s ability to access capital from traditional lending institutions.22” The
original 1944 Gl Bill offered afarm and small business loan program for veterans, that
managed by VA until 1974. In 1986, Congress provided the SBA with authority to make
direct business loans to veterans, but provided no funding to implement the program.

Access to Markets

The Federal Government helps create a market for small businesses owned by individuals
who are members of groups considered to be socially or economically disadvantaged through
the 8(a) small business development program administered by SBA.222 Under this program,
federal agencies procure a portion of their goods and services through SBA from businesses
that participate in the program.

Analysis

Some veterans wish to create, manage, and grow their own small businesses.z29
Servicemembers and veterans may be at a disadvantage in establishing successful businesses
because the demands of military service, including
frequent moves, make it difficult to establish and
Asamatter of fundamental maintain business and financial relationshipsin a
fairness, the Commission  community. In addition, disabled veterans must
believes Congress should  overcome the barriersto economic activity that their
accord veterans a full disabilitiesimpose. A national initiative of private-public

] o cooperation designed and operated to assist veterans
opportunity to participate  would have the potential to increase productivity and
in the economic system economic growth. A 5-year profile survey of veteran-
that their service sustains owned businesses in Massachusetts conducted in the late

__ 1980'sand early 1990’ s showed that a pool of

approximately 2,000 veterans engaged in micro
businesses generated $74 million in taxable income for the Commonwealth of
M assachusetts.230

227.Town Meeting co-hosted by the Commission and the Honorable James M. Taent, Chairman, Committee on
Small Business, United States House of Representatives, St. Louis, Missouri, March 23, 1998.

2815 U.S.C., 88 637(a) and 636 (j)-

229.0ral testimony of William D. Elmore, President, Data Force Associates, and multiple other participants,
Town Meeting, St. Louis, Missouri, March 23, 1998.

230.Dr. Paul R. Camacho letter to Congressman Talent, March 19, 1998.
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Access to Information

The average age of servicemembers at separation is 26. Their interest in entrepreneurship
appearsto be no less than that of the general population; nearly 30 percent of those who started
a business during 1995 were aged 29 or younger.231

Servicemembers are often disadvantaged in accessing information because of mobility
requirements and depl oyments throughout the world, sometimes for significant periods of
time, often at remote locations and at sea. A witness at a Commission roundtabl e testified that
servicemembers and veterans who aspire to start a small business place a high value on (a)
structured learning opportunities, including business plan development, marketing, and
accounting; (b) opportunities to identify and comprehend the numerous regulations governing
small businesses; and (c) opportunitiesto learn from other veteran's experiences, that
invaluable support to the fledgling business owner.232 Such “entrepreneurial education” can be
developed in units to meet the needs of the individual through a variety of mediums, not the
least of which should be the computer and the Internet.233

Further, the Commission received testimony that without proper information and support
systemsin place, former servicemembers and military retirees will not consider
entrepreneurship as aviable career option because they often seeit asa*“loosely played game,”
fraught with risk and little, if any, reward.23* Finally, expanding SBA's PRO-NET to include
all veteran-owned businesses, not just those that desire federal contracting opportunities,
would provide veteran entrepreneurs with a mechanism to identify trading partners, mentor-
protégé opportunities, teaming affiliates, and subcontracting opportunities.23s

Access to Capital

One of the most challenging aspects of starting a small businessis access of capital.
The current trend of rapid consolidation in the banking industry could either boost or limit the
volume of funds flowing to small businesses, depending on the general goals of the lending
institution. Reliance on commercia bank financing has dropped and, regrettably, use of credit
cards to finance small businessesisincreasing.236 Credit cards require a higher interest rate
than commercial banks and card use hurts the cash flow and financial management practices of
the small business owner.

Military service isthe most fundamental form of service to the Nation. Asamatter of
fundamental fairness, the Commission believes Congress should accord veterans a full
opportunity to participate in the economic system that their service sustains. On average, time
in the military puts these individuals 4 years behind their non-veteran peers.23” By definition,
veterans are a group comprised of all races and ethnicities, all religions, a broad spectrum of

28L\Written Statement of Cliff Waldman, National Federal of Independent Businesses Foundation, Commission
Small Business Roundtable, January 14, 1998.
232 Testimony of Ben Loyola, President, Loyola Enterprises, Commission Small Business Roundtable, January

14, 1998.
233.Peacock, |bid.
234\ aldman, Ibid.

235.Peacock, |bid and Camacho, Ibid.
236.Arthur Anderson Enterprise Group, Survey of Small and Mid-Sized Business, 1997, p. 39.
237.Town Meeting, Gavitt, Ibid.
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moral and political persuasions, both genders, and the full range of human achievement.238 To
the extent that the United States owes a special obligation or assistance in entrepreneurship
development to any group or groups, veterans have earned the opportunity to be included. In
essence, veterans should simply have fair access to programs (financial, procurement, and
Mmanagement assistance) that are already in place.23®

Access to Markets

Currently, individual s with disabilities and disabled veterans are not one of the
statutorily named groupsidentified as socially and economically disadvantaged by the Federal
Government in promoting affirmative action procurement. Expanding SBA’s 8(a) program to
include firms owned by service-connected disabled veterans would hel p them access protected
federal markets, as well as provide them with access to management and financial assistance
from the SBA.

Another way to assist veterans in operating successful ventures would be to establish
goalsfor federal agenciesto procure goods and services from veteran-owned businesses. Such
goals would require federal agencies to increase attention to potential business relationships
with such firms. The goals could be segmented to include distinct subgoals for disabled-
veteran business owners. The Offices of Small and Disadvantaged Business Utilization in
federal agencies and departments already have an established mechanism for enforcing
procurement goals. Accommodating anew goal category for veterans would require minimal
revision to the existing system.

FINDINGS

¢ Veteranshave earned an opportunity for increased participation in the economic life of
the country through their defense of the Nation’s economic and political interests and
they can be placed at a disadvantage because of the demands of military service.

¢ Theveteran or servicemember who isinclined toward entrepreneurship could receive
much needed assistance from a support network providing information about business
practices, entrepreneurship opportunities, financing, and other business issues.

¢ Disabled-veteran entrepreneurs require additional assistance because these business
owners encounter costs and impediments that are not factors for their nondisabled
competitors.

¢ Special assistance, such as unique lending opportunities and access to a disadvantaged
business development program like SBA's 8(a) program, is needed to support disabled
veteran entrepreneurs.

¢ Federal agencies do not now have an incentive to use veteran-owned contractors.
Veteran entrepreneurs have earned such an incentive through their service.

238.Patrick T. Heavey, Director, The Veterans' Advocacy Foundation, Inc., Presentation, Commission Town
Meeting, St. Louis, Missouri, March 23, 1998.
239. Town Mesting, Talent, Ibid.
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*

RECOMMENDATIONS

That Congress enact legislation to establish aveterans' program within the Office of Small
and Disadvantaged Business Utilization in VA, funded by the Secretary with appropriate staff
and resources. The office would support servicemembers and veterans who need access to
information, access to capital, management assistance and access to markets to establish or
expand abusiness. The office would also coordinate with the SBA to support veteran's
entrepreneurship.

Component elements of the proposed program would include:

Access to Information

Information Clearinghouse: An electronic web site that displays local, state, federal
and private sector assistance programs and offices, with key personnel, phone
numbers, mail and electronic addresses. The web site would provide a brief
description of the available programs.

Pre-Business Education: Self-directed distance learning through an Internet site or via
correspondence study through the In-Service Institutes?40 would provide
servicemembers and veterans with college credit for studying business basics,
accounting, marketing, and other key topics for start-up business owners. This course
could be completed concurrently with transition assistance program counseling or
while using Small Business Development Center guidance.

Veterans' Business Database: Establishment of PRO-NET as the officially recognized
veteran-owned business database. Encourage veteran entrepreneursto register their
company information, even if they are not currently interested in federal opportunities.

Access to Capital

¢ Loansfor Service-Connected Disabled Veterans: A 100-percent |oan guaranty

program for veterans with a service-connected disability rated at 50 percent or more
through SBA’s certified lenders, using SBA’s 8(a) Program and existing funding and
resources. The Commission recommends atarget of $10 million in loans yearly for
this population. These loans should be applied to lending institutions' Community
Services Reinvestment Act credits. Under CSRA, banks are required to make loansin
local areas of highrisk. The CSRA would act as an incentive to the banks to make
loans to veteransif the loans counted toward CSRA credits.

Loansfor Veteran-Owned Businesses: A lending program for veterans through SBA
lenders, using existing funding and resources. The proportion of the total loans that
would be available to veterans would be consistent with the percentage of veteransin
the small business population.

240. Entities that offer self-study courses in such topics as financing, business start-up issues including
taxes and licensing, business plan development, marketing, and other areas that would be devel oped to
assist veterans considering self-employment.
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Access to Markets

*

*

None

Disabled Veteransin SBA's 8(a) Program: Expansion of the existing business
development program to veteran entrepreneurs who have a service-connected
disability rated 50 percent or greater.

Veteran-Owned Business Federal Procurement Goal: The veteran goal would be
segmented to include a distinct subgoal for business with disabled-veteran business
owners. The Commission recommends establishing a percentage goal for veteran-
owned firms and a percentage goal for disabled veteran-owned firms, the percentages
to be set by Congress. These percentage goals pertain to DoD, VA, and DOL
procurement programs.

Veteran Entrepreneur Outreach: An outreach program, for veteran entrepreneurs on
procurement opportunities within federal agencies, conducted by existing Offices of
Small and Disadvantaged Business Utilization.

BUDGET IMPLICATIONS ISSUE IV.D

Underlying Assumptions

¢ Program to be absorbed by VA using existing funding and resources.
¢ Funding for service-connected disabled veterans and veteran-owned business loan

programs to come from existing SBA funding.
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ISSUE IV.E - FOSTER PERSONAL FINANCIAL MANAGEMENT
SKILLS FOR SERVICEMEMBERS

How can the problems resulting from poor financial management by servicemembers
be prevented?

DISCUSSION

Background

A 1997 RAND Corporation study found that 31 percent of enlisted personnel report that
they have personal financial management problems.241 A 1995 DoD survey found that 14.6
percent of servicemembers identified financial problems as one of the top five sources of their
stress.242 |n a 1998 report, RAND found that military personnel are more prone to financial
problems than their civilian counterparts.243

Although military leaders are troubled by the disproportionate amount of time they spend
counseling personnel with financial problems, the Services do not require attendance at
personal financial management counseling sessions until after servicemembers encounter
serious financial problems..

Analysis

The Commission believes that financial management classes, as a preventive measure,
would cost the Servicesfar less than the time and resources they now spend resolving financial
problems after they arise. Improved financial skills could increase retention and reduced
financial stress would allow military personnel to increase focus on their mission. These
outcomes should improve individual performance and overall unit readiness. Enhanced
money management skills also would help servicemembers make a successful transition from
military service.

FINDINGS

¢ A substantial number of servicemembers have significant financial problems that
distract them from their military duties, impose costs on the Services, and reduce the
likelihood of a successful transition to civilian life.

¢ The Services now wait until after financial problems have become serious before
requiring personal financial counseling.

24LRAND, Financial Management Problems Among Enlisted Personnel, December 1997, pp. 8-9

242\\/hite Paper, Department of Defense, Family Policy Office, Personal Financial Management Assistance
Program.

243RAND. Financial Management of Naval Personnel: Comments on a Recent Military Family Institute
Report, February 1998, p.1.
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¢ Personal financial management counseling provided to all uniformed personnel early
in their careers and updated on aregular basis would reduce the incidence of serious
financial problems. Reduced financial problems would increase the effectiveness of
military personnel, increase their chances for a successful transition, and reduce costs
for the Services.

RECOMMENDATIONS

That DaD require the Servicesto provide personal financial management counseling to all
military personnel within the first 180 days of service and require attendance at follow-up
sessions every year for the first four years of military service. Courses should be available to
spouses to the maximum extent practical. There must be a special focus on providing
supplemental materials electronically. Instructors must be certified financial counselors.

BUDGET IMPLICATIONS - ISSUE IV.E

None

Underlying Assumptions

¢ DoD plansto implement afinancial management programin FY 1999.
¢ Maintenance costs are negligible.
¢ Reduced personnel administration cost and increased productivity result.
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ISSUE IV.F - TERMINATE THE PERSIAN GULF WAR FOR
VETERANS’ BENEFITS PURPOSES

Should persons joining the military today, and their survivors, be entitled to benefits
explicitly designated for veterans of “wartime” service?

DISCUSSION

Background

Certain VA benefits, such as nonservice-connected disability pensions, are available only
to veterans who serve during statutorily defined periods of war. For purposes of those benefits,
the term “Persian Gulf War” means the period beginning on August 2, 1990 (the date Iraq
invaded Kuwait), and ending on a date prescribed by Presidential proclamation or by law.244

The cease-fire in the Persian Gulf War took effect on February 28, 1991, although there
was fighting through March 2, 1991. However, neither Congress nor the President has
terminated this period of war for benefits purposes. Individuals who enter on active duty today
are still eligible for benefits reserved for veterans with wartime service. This situation will
continue until either the President or Congress takes the action necessary to terminate the
Persian Gulf War as a statutory period of wartime service.

Analysis

All other periods of war in the Nation’s history have been assigned termination dates,
generally areasonable period after the termination of hostilities. For example, the ending date
of World War 11, for veterans' benefits purposes, is December 31, 1946, approximately 16
months after Japan’s formal surrender on September 2, 1945. The ending date for the Korean
conflict is January 31, 1955; -approximately 18 months after the armistice signed on July 27,
1953.

Continuing a period of war has budgetary consequences. Veterans who serve during a
period of war and their survivors are eligible for nonservice-connected disability and
survivor’'spensions. VA currently estimates 5-year expenditures of $22 million for pensionsto
Persian Gulf War veterans ($20 million) and their survivors ($2 million). VA notes that these
costs will increase as Persian Gulf War veterans grow older. The number of employees needed
to process additional pension cases could be significant.

There are also issues of equity. Continuing a statutory wartime period at a time when the
Nation is not at war means that veterans with service only during atime of peace are entitled to
the same benefits as those who served during a period of hostilities. Providing wartime
benefits to peacetime veterans deval ues the service of those veterans who actually served
during atime of war.

244. 38 USC § 101 (33)
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FINDINGS

¢ Period-of-war designations for purposes of veterans benefits should be consistent,
and limited to periods of actual hostilities.

¢ Contemporary military service, years after the cessation of hostilities in the Persian
Gulf, is not comparable to service during a period of hostilities.

RECOMMENDATIONS

That Congress terminate the current designation of the wartime period by amending
section 101(33) of title 38, U.S.C., to declare February 28, 1993 (2 years after the end of
hostilities) as the ending date of the 1990-1991 Persian Gulf War. Those affected by this
legislation who, prior to the date of enactment, filed claims for benefits that require wartime
service would continue to be eligible for benefits awarded as a result of those claims.

BUDGET IMPLICATIONS - ISSUE IV.F

LSE-YEAN SAVINGS. .. uiivieuieeietiiteeiecteete et eteste e e et e sbesbesteeseestesbeeseessesbesbesnsentestens $6 million
5-year CUMUIAtIVE SAVINGS.......cciieiieiecie sttt sree $51 million

Underlying Assumptions

Average costs and current beneficiaries derived from VA's FY 1999 budget.
Pension cost expected to increase in the outyears as beneficiaries age.
Accessions to the VA rolls from the Persian Gulf universe stop in FY 1994,
Average accession to the veteran rolls is 226,000 per year.

Veterans are 84 percent of beneficiaries and survivors 16 percent.

Revised Persian Gulf veterans universeisthe sum of accessions between August 1990
and February 1993.

Savings are overstated because they include individuals currently receiving benefits

that would otherwise be part of the “dequalified” universe dueto the retroactive
effective date.
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CHAPTER V — ORGANIZATIONAL STRUCTURE

OVERVIEW

Although Congress directed the Commission to evaluate the organizational structure of
various federal departments and agencies providing services to members and veterans of the
Armed Forces, the Commission’s deliberations centered on the recipients of those services —
the men and women who are serving or who have served their country in uniform. The
Departments of Defense, Veterans Affairs, and Labor administer the programs at issue, but itis
through the eyes of the beneficiaries, not the lenses of the programs nor the structures of the
Departments, that the Commission believed it could
A servicemember or veteran best review program adequacy and e_ffectiveneﬁ.

The men and women who serve in the Armed
should never hear the words Forces swear allegiance to one Nation, indivisible.

“that’s not my department”  Similarly, when they turn to that grateful Nation for

icef h Government, not many Departments nor a myriad of
service from the government programs and offices. A servicemember or veteran

he or she served. should never hear the words “that’s not my
department” in response to arequest for service from

the government he or she served.

Veterans begin their exposure to the departments and the programs that serve them while
they are on active duty and later continue that exposure when they make their transition to
civilian life. The Commission believes that this transition must be truly seamless to be
effective. Thelinedividing servicemembers’ and veterans' programs and departments must be
transparent when viewed through the eyes of their beneficiaries, if such aline must exist at all.

Healthcare is one of the most critical issues facing servicemembers making the transition
to civilian life. For most servicemembers, civilian employment provides a healthcare benefit
package. However, for disabled veterans a successful transition to civilian life requires a
successful transition from the DoD healthcare system to VA. Commission recommendations
build on the record of sharing created by the two departments and propose that sharing become
the foundation for a partnership with a seamless and transparent boundary between the
partners.

The Commission believes that a healthcare partnership is critical, not just for transitioning
servicemembers, but also for all veterans, active-duty servicemembers, and their families.
Both the DoD and VA healthcare systems face the challenge of adapting to changing
healthcare practices, an evolving patient population, infrastructure built for another era, and
increasing healthcare costs in an era of severe budget pressure. Both systems are unique and
irreplaceable national resources with missions critical to the Nation and its citizens.
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The Commission believes that neither system can be sustained asit isin the current budget
climate and that, although the two systems have made great strides in establishing a
cooperative relationship, they must move towards an even closer partnership if they areto
continue to succeed in their missions. A true partnership between the Departments would
allow them to continue to provide quality healthcare to the largest possible number of
beneficiaries by maximizing the return on their human and physical resources. A partnership
between the Departments is necessary if they are to provide their beneficiaries with seamless
access to afull continuum of healthcare services.

The Commission does not propose a merger of the two systems. However, it strongly
believes that a true partnership would be better achieved by providing the leaders of the two
Departments with accurate and timely information concerning their own operations and
facilities and the healthcare needs of their beneficiaries. That information, combined with an
organizational environment within which the leaders and providers of the two Departments
can identify for themselves the opportunities for cooperation and sharing, would enable and
encourage the departments to create an effective partnership on their own, taking advantage of
the unique resources and strengths that each Department brings to the table. Commission
recommendations for procurement of a common information technology system, adoption of a
common cost accounting system, ajoint policy staff, and a unified budget and funding process
ensure that DoD and VA leaders have that information and can make decisionsin such an
environment.

VA's VBA provides veterans, including transitioning veterans, with many of the most
important benefits available to assist their transition. The field structure of VBA regional
offices established for administering those benefits is alegacy of the organizational structure
that grew out of the need to serve returning veterans from World War 1.

VBA's communications and information technology systems are out of date and hamper
its attempts to provide veterans with high-quality service. Similarly, VBA business practices
often confuse veterans and impede VBA service. The Commission knows of only two reviews
of that structure from outside of VA over the last half century. Since that structure was put in
place, there have been quantum leaps in communications and €l ectronic technology,
significant shiftsin the location of the veteran population, and material changesin the
economy and society within which all veteranslive. Absent significant changes by the
Veterans Benefits Administration over the next two years, the Commission believes another
outside review must be conducted to ensure that VBA'’ s organizational structure, business
practices, information technology, and the physical infrastructure supporting them match the
needs of the veterans it serves.

Information technology is one of the most important keys available to unlock the
bureaucratic barriers separating the Departments and transform the barriers into boundaries
transparent to beneficiaries’ eyes. Both the Departments have extensive I T resources. The
Commission proposes recommendations to improve integration of these resources.
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ISSUE V.A - RESTRUCTURE BUDGET, APPROPRIATIONS,
AND DOD/VA PoLicY PROCESSES TO INCREASE
HEALTHCARE DELIVERY

What organizational or legislative changesin the DoD and VA healthcare systems would
improve quality and access to care for the beneficiaries of the two systems?

DISCUSSION
Background

Mission

The DoD health care system hel ps ensure the Nation’ s security by providing health support
for the full range of military deployments and sustains the health of members of the Armed
Forces, their families, and others to advance national security interests. In addition, DoD
provides healthcare to military retirees and their families on a space-available basis. The DoD
healthcare system has 8.36 million eligible beneficiaries. The system caresfor 6.2 million
beneficiaries with 144,000 healthcare personnel and operates 115 hospitals and 471
ambulatory clinics. The DoD healthcare budget is $15.7 billion.245

Dr. Kenneth Kizer, VA Undersecretary for Health, stated that VHA has four primary
missions: health care for veterans, training for healthcare professionals, research, and
emergency management. Although 26 million veterans are eligible for care, only 3.1 million
use the VA system annually. VA has 184,800 personnel who operate 173 hospitals,
approximately 600 ambulatory care and community-based outpatient clinics, 131 nursing
homes, and 40 domiciliaries. The VA healthcare budget is $17.9 billion.246

Beneficiaries

The beneficiaries of each system are designated by law intitle 10 and title 38 of the United
States Code. Neither system has the funding to fully meet the demands of its beneficiary
populations. Asaresult, each system provides care to beneficiaries in accordance with
statutory priorities.

DoD’sfirst priority is active-duty servicemembers, followed by TRICARE-enrolled
beneficiaries. TRICARE enrollment is available to servicemembers and their families, aswell
asretirees and their families. Beneficiaries more than 65 years of age are not eligible for
TRICARE (just asthey wereineligible for CHAMPUS). Beneficiaries at age 65 are eligible
for Medicare and receive direct care only on a space-available within the DoD system.

245.Presentation by Dr. Edward Martin, Acting Assistant Secretary of Defense for Health Affairs, Healthcare
Advisory Group Report, p. A-6.

246.Presentation by Dr. Kenneth Kizer, VA Under Secretary for Health, Healthcare Advisory Group Report, p.
A-17.
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VA's priorities are set by the Veterans' Health Care Eligibility Reform Act of 1996, 247
which made comprehensive medical services available to veterans to the extent that funds are
available. Inorder to manage demand, VA must limit care to those veterans who have enrolled
for care, with the following priorities for enrollment:

1. Veteranswith service-connected disabilities of 50 percent or more.
2. Veterans with service-connected disabilities rated at 30 or 40 percent.

3. Former prisoners of war and veterans with service-connected disabilities rated at 10
or 20 percent.

4, Catastrophically disabled veterans and veterans receiving increased nonservice-
connected disability pensions because they are housebound or need the aid and
attendance of another person to accomplish the activities of daily life.

5. Veterans unable to defray the cost of medical care.

6. All other veteransin the so-called “ core group,” including veterans of World War |
and veterans with priority of care based on presumed environmental exposure.

7. All other veterans.

The eligible populations of both systems are changing. In 1997, GAO reported that after
the post-Cold War downsizing of the military, only 48 percent of the beneficiaries of the DoD
military health system were active-duty servicemembers or their family members. The
remainder were retirees and their eligible family members. As of 1997, 29 percent of military
retirees are over the age of 65, and the Medicare-€ligible percentage of the population was
growing about 5 percent ayear.248 VA hospitals serve a veteran population that has been
steadily declining since 1980 and by the end of the next decade will be only two-thirds of what
it was at its peak.249

Downsizing of systems

DoD staff, beds, and MTFs have dramatically decreased since 1990. Military medical
staff declined 15 percent, and civilian medical staff declined by 22 percent. Staffed beds
decreased by more than 40 percent and the number of MTFs decreased 58 percent.250

The VA isdsointransition. VA replaced its four-region system with 22 VISNs and
decentralized management authority and responsibility to the VISN directors. VA staffing has
dropped 11 percent in the last 3 years, from 206,600 full time equivalent (FTE) to 184,800
FTEs, including 13,900 physicians and alarge number of nurses and allied health
professionals.st Although some of VA'sMedical Centers are underutilized and some facilities
have had significant mission changes, none have been closed. VA has not had an independent
process anal ogous to DoD’ s Base Realignment and Closure (BRAC) Commission?52 to assist it
in eliminating redundant facilities.

247.Public Law 104-262.

28.GAO, Military Retirees' Health Care: Costs and Other |mplications of Options to Enhance Older Retirees
Benefits, HEHS-97-134, June 1997, pp. 27-28.

2499.GAO, VA Hospitals: Issues and Challenges for the Future, HEHS-98-32, April 1998, p. 7.

250.Presentation by Dr. Edward Martin, Health Affairs, Healthcare Advisory Group Report, p. A-6.

21Presentation by Dr. Kenneth Kizer, Healthcare Advisory Group Report, p. A-17.

252BRAC was a Congressionally directed process to close military bases no longer needed by DoD.
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Changes in healthcare delivery

In the early 1990's, the military health system started moving towards managed care, a
regionally integrated delivery system, capitation-based resourcing, and both domestic and
international TRICARE agreements (managed-care support contracts).

The military health system and civilian healthcare systems have aggressively shifted
patients from an inpatient to outpatient status and have closed facilities. In recent years, VA
has begun to move in that direction.

Because of the cost of maintaining large inpatient facilities as the number of inpatients
declines, the economic viability of VA medical centers has diminished. In addition, the low
daily inpatient census at some VA facilities significantly raises the average cost of care per
patient.25368 Downsizing and the transition to outpatient-based care in both military and VA
healthcare systems create problems with physical plant and infrastructure. Although neither
system plans to construct new inpatient facilities, plans for managing the existing aging
infrastructure are unclear. There are significant redundancies in physical plant/infrastructure
(multiple VA or DoD facilities) in some locations. In September 1998, Health Affairs
proposed consolidating some military Medical Centers and downgrading others.24

TRICARE

TRICARE is the Defense Department's regional managed health care program for service
beneficiaries. It provides beneficiaries with three options: TRICARE Prime (much like a
civilian health maintenance organization), TRICARE Extra (similar to civilian preferred
provider organizations), and TRICARE Standard (fee-for-service with beneficiary co-
payments).

DoD’s managed care support contracts (TRICARE) are based on the geographical
boundaries of the DaD regions. Proposals to increase sharing between DoD and VA through
TRICARE are complicated by the fact that the 12 DoD regions and the 22 VA VISNs do not
share common boundaries. Congruent boundaries would facilitate incorporating VA
beneficiaries into the existing contracts.

The number of facilities available to DoD beneficiaries for treatment without a co-
payment would increase if TRICARE contracts recognized VA medical centers (VAMCs) as
equivalent to military treatment facilities. VA would then have the option to provide care, with
reimbursement from the contractor, if VA had the capacity to provide the needed service.
Currently, VA must compete with civilian health care organizations to provide care and DoD
beneficiaries who receive their care from the VA are responsible for a co-payment for services
furnished.2ss

25368 |J,S, General Accounting Office, HEHS - 98-32, “V A Hospitals: Issues and Challenges for the
Future,” April 1998, pp. 58, 63.

254.“To merge or not to merge, Pentagon considers consolidating top military hospitals’, Navy Times,
September 7, 1998, p. 8.

255. Presentations by Admiral Carroto and Ms. Diana Tabler, Healthcare Advisory Group Report, pp. C-3
and |-7.
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Sharing Between DoD and VA

The Commission believes that resource sharing between DoD and VA offers significant
opportunities for improving access to beneficiaries and increasing cost-effectivenessin
providing care.

Sharing between DoD and VA now ranges from shared services negotiated on alocal basis
to headquarters-level decisions to develop and jointly operate medical facilities. Sharing
agreements are developed locally. 1n 1984, when Public Law 97-174 was enacted to
encourage sharing between the Departments, 102 DoD and VA facilities had sharing
agreements. By 1997, 420 sharing agreements existed. Between 1992 and 1997, shared
services grew from 3,000 to more than 6,000 including major medical and surgical services,
laundry, blood, laboratory, and specialty care services. Shared services are often bartered to
eliminate the difficulties of transferring funds from one system to the other. Sharing is
dependent on one facility having excess capacity in a service necessary to make that service
available to another facility.256

Proposals for jointly operated medical centers are developed at the headquarters level.
Fivejoint ventures arein operation in California, New Mexico, Nevada, Texas, and Oklahoma,
several more are planned. DoD and VA officials are exploring combining servicesin order to
offer care that alone, neither can offer in a cost-effective manner.

From Sharing to Partnership

DoD/VA healthcare leadership established the DoD-V A Executive Committee to expand
the coordination and integration of servicesin the two systems. The committee meets
guarterly, rotating the location of the meeting between the Pentagon and VA headquartersin
Washington, DC.

Additional leadership initiatives include standardization of separation physicals, joint
procurement of the G-CPR, and common clinical guidelines. VA provides prosthetics and
sexual trauma treatment for DoD because of its expertise in these areas.

Barriers to Partnership

Dr. Edward Martin, former Assistant Secretary of Defense (Health Affairs) identified
differing administrative, budgetary, and personnel systems as barriers to sharing between the
Departments. In addition, Dr. Martin identified each uniformed service' s desire to have its
own specific providers as a barrier.257

Dr. Kizer identified national traditions and VA corporate culture as barriers to expanded
sharing. Heisattempting to change the mind set that VA care can be provided only by the VA.

During Commission site visits, staff learned that

256.Based upon recurring comments received by Healthcare Advisory Group staff during site visits, Healthcare
Advisory Group Report, Appendix: O, P, S, U, and W.
257.Presentation by Dr. Edward Martin, Healthcare Advisory Group Report, p. A-16.
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¢ WhenaVAMC requested to become a DoD Specialized Treatment Service (STS) site,
the paperwork went from the VA VISN to the DoD Region Lead Agent, who
concurred. Then DoD Health Affairs determined the Lead Agent did not have the
authority to concur. DoD provided no response to the proposal for more than ayear.

¢ Thebudgetary systems are so different that in North Carolina, DoD and VA hospitals
barter services rather than exchange dollars.

¢ Atthejoint venture sites, differing personnel management standards result in
personnel in similar positions being paid at different rates, depending upon which
Department hired them.

A recurring theme during site visits and testimony to the Healthcare Advisory Group by
hospital commanders was the need to retain a portion of resources saved through sharing
agreements or staff innovation at the local facilities rather than returning all the fundsto Health
Affairs.

Differing catchment areas for DoD and VA facilities serve as yet another barrier to
increased sharing.

Differencesin statutory eligibility rules and priorities for beneficiaries serve as barriers to
sharing because the two systems cannot routinely provide care for one another’ s beneficiaries.

Although a significant number of sharing agreements exist, these barriers may be part of
the reason that the Departments project that only $62 million of their $33 billion combined
budgets will be transferred between departments as the result of sharing agreementsin FY
2002.

Analysis

The Commission believes that healthcare is an important transition benefit and that
alternate organizational structures offer significant opportunities for improving the delivery of
healthcare services for all of the beneficiaries of the two Departments, including transitioning
servicemembers and veterans.

The Nation has, in the DoD and VA healthcare systems, two parallel systems performing
nearly identical missions (providing high-quality healthcare for eligible beneficiaries). The
beneficiaries have a common bond in their uniformed service (or in their relationship to
someone who serves, or has served, in uniform). Both systems are financially constrained.
They have more potential patients then they have resources for treatment. For beneficiaries of
both systems, access to direct careislimited by geography. Although DoD’s TRICARE
system provides access to care for beneficiaries who do not live near aDoD facility, VA's
beneficiaries generally must travel to a VA facility to obtain VA care.

However, there are also distinctions between the healthcare missions of the two
Departments. The DoD healthcare system supports worldwide military operations and must be
prepared to respond to contingencies, up to and including war. In addition, the DoD healthcare
system provides care to family members. This means that, unlike the primarily adult male
population served by VA, DoD cares for large numbers of women and children. VHA hasasits
primary mission the treatment of service-connected disabilities. In practice, VHA also
provides specialized services such as treatment for spinal cord dysfunction and servesas a
social safety net for veterans with poor access to other care providers.
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The law encourages cooperation between the Departments. There have been notable
efforts to establish sharing agreements drawing on the strengths of each Department, but
considered in the context of the total beneficiary population and the extent of the two systems,
sharing remains limited and the pace towards greater partnership remains slow. Although the
deliberate pace is understandable in terms of
differing missions and cultures embodied in discrete .
organizations unaccustomed to modifying their A J_OI nt staff \_NOUI d_ Create an
behavior in response to the needs or desires of environment in which the two

organizations or constituencies not their own, the Departments couldidenti fy for

slow pace towards partnership represents lost themselves the opportunities
opportunities to increase services for beneficiaries PP

and to expand the impact of the limited resources ~ fOr greater partnership.
available to each system.

The Commission believes that cooperation, evolving into a partnership between the
Departments, would allow them to better serve their beneficiaries by making their combined
resources accessible to all beneficiaries and allowing the Departments to realize efficiencies
from more efficient utilization of their limited resources.

The Commission believes that progress towards a partnership will be enhanced as the
Departments develop common management and financial information systems that provide
accurate, current, and comparable information concerning operations and costs, as
recommended elsewhere in this report. The Departments, and the organizations controlling
their budgets, will then be able to work together to identify for themselves opportunities for
improving services for beneficiaries and ways to increase the amount of care that can be
provided with available resources.

For example, questions as to whether DoD and VA facilities are synergistic,
complementary, or redundant are unlikely to be asked when budget preparation is
compartmentalized, funds are separately appropriated, and operations are independently
implemented.

Thus, the Commission believes that the first step towards realizing the gains of greater
partnership will be taken in the budget examination process at the Office of Management and
Budget (OMB). The next steps will occur when the appropriations process in the Congress
beginsto look at both systems through the same lens when eval uating the healthcare needs of
beneficiaries of the two systems and the efforts of the two Departments to meet those needs.

For example, under the current structure, different Appropriations subcommitteesin
Congress consider requests for clinical additionsto VA and DoD Medical Centers, even if
those medical centers serve the same community and together offer facilities adequate to meet
the needs of the community. The Commission recognizes the difficulty of restructuring the
jurisdictions of congressional subcommittees but believes that the gains from such areform
would be substantial.

The Commission believes that joint procurement of information technology (both
hardware and software), pharmaceutical and medical/surgical supplies, aswell as equipment,
would result in substantial savings. In addition, the migration to common systems and
equipment would enhance opportunities for improved service and more cost-effective
operation through partnership.
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Similarly, policy development by ajoint staff would result in greater familiarity in each
Department with the opportunities to be found in the other. A joint staff would create an
environment in which the two Departments could identify for themselves the opportunities for
greater partnership.

The Commission believes that the bureaucratic boundaries separating the Departments
should be transparent to Americans who begin their service to the country under the
jurisdiction of one Department and then make their transition to the jurisdiction of the other.
They did not serve departments or administrations. They served one Nation under one
government. When that government provides healthcare, there should be only one place to
which they (and their eligible family members) must ook for the care they need.

The Commission believesthat more efficient operation will result in increased provision of
healthcare servicesto beneficiaries. Although this partnership will not occur overnight, the
recommendations will lead to identification of redundancy and inefficiencies between the two
systems. The Commission projects that cost avoidance and savings will increase the dollars
available for services to beneficiaries up to 1 percent over the next 5 years.

FINDINGS

¢ Thepotential demand for care by the beneficiaries of each system exceeds the amount
of carethat can be provided by either system with the resources available.

¢ The pressures of increasing costs of medical care, maintenance of duplicative and
underutilized equipment, and changes in the beneficiary populations, combined with
severe budget constraints, will place DoD and VA beneficiaries at risk unless the
Departments devise ways to provide more care with existing or reduced resources.

¢ Partnering between the two systems offersaway to utilize limited resources more cost
effectively and to thereby increase the number of beneficiaries served.

¢ Budget and funding decisions made by OMB and Congress for DoD and VA
healthcare systems are made independently of each other and without regard to the
other system. These uncoordinated decisions both drive and constrain the operational
decisions of the leadership of the two Departments and impair, rather than enhance,
partnership.

¢ Senior leadership in both Departments support the principle of sharing, but day-to-day
decisions are the product of separate staffs working independently, without taking into
account the needs or the resources of the other Department. Partnership between the
Departments would be enhanced if major policy decisions were made jointly.

¢ Both systems have beneficiaries who could more conveniently obtain care at facilities
operated by the other system. Both systems have facilities that could care for
beneficiaries of the other, on a reimbursable basis, without compromising their
primary missions.

¢ Both systems have facilities that are no longer well placed when matched against
potential workload. There are geographical areas with significant redundanciesin
physical plant/infrastructure. Maintaining excess capacity consumes resources that
could be used to increase services, but political and interest group pressures make
major changes in infrastructure difficult to achieve.
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¢ VA Medica Centers offer opportunities to provide convenient and cost-effective care
to DoD TRICARE beneficiaries. Revenue for the care of those beneficiaries could
help VA maintain the patient load necessary to sustain specialized services.

¢ The non-congruent boundaries of the 12 DoD regions and the 22 VISNs create
barriers to expanding the partnership.

RECOMMENDATIONS
Set the Stage for Partnership

¢ That OMB placeits DoD and VA analysts under a single Program Associate Director.

¢ That Congress unify funding responsibility for both DoD and VA healthcare under the
jurisdiction of one appropriations subcommittee.

¢ That Congress enact legislation requiring the Assistant Secretary of Defense (Health
Affairs) and the VA Undersecretary of Health to establish a unified, joint policy staff
(e.g. for resource management, strategic planning, and information technology
management) that would operate under the guiding principles identified by the
Healthcare Advisory Group.2s8

Expand Partnering

¢ That Congress enact legislation changing eligibility criteria so beneficiaries can
receive care from either system and reimbursement is provided for that care.

Realign Infrastructure

¢ That Congress commission a study to review the healthcare delivery systemson a
geographic basis including the availability of joint operations and the physical
infrastructure of the two Departments.

¢ If the study warrants, Congress should establish a second commission to examine the
operations and infrastructure needs of the healthcare delivery systems of the two
Departments, considered jointly, including the requirement that the two Departments,
in conjunction with national healthcare resources, retain the ability to respond to the
medical needs of aworst-case wartime contingency. The commission would take
recommendations for action from the Departments and formulate recommendations
for conforming operations and physical infrastructure to the demand for care from
eligible beneficiaries. The commission would make its recommendation to the
President, who would either reject or forward the recommendation to Congress, which
could only accept or reject the recommendation in total under procedures for
expedited consideration.

258. Healthcare Advisory Group Report, June 11, 1998, p. 22.
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Expand TRICARE

¢ That Congress enact legislation requiring DoD, when renewing TRICARE contracts,
to recognize appropriate VA Medical Centers as MTF equivalents when the VAMCs
can treat TRICARE patients at or below the cost of equivalent care in non-government
facilities without detriment to veteran’s care.

¢ That Congress enact legislation requiring VA and DoD to review region and VISN
boundaries to make them congruent.

BUDGET IMPLICATIONS - ISSUE V.A

LSE-YBAN COSES....uitiitiitieiiite e et ettt ettt et et e et et e stesbeebeeaeebesbesbeeaeentenbesrens $ 3 million
5-year cuMUIAtiVE SAVINGS .....ccieeiieiicseccee et $1,091 million

Underlying Assumptions

¢ Set the stage for partnership:

o Space constraints at the Pentagon and VA Central Office would require DoD and
VA to relocate staff to anew site.

Relocation cost averages $8 per square foot.

VA relocates 412 FTEE and DoD relocates 350 FTEE.

Average annual Washington metro arearent is $37.50 per square foot.
Rent isinflated at 3 percent per year.

Savingsfactored at O percent inyears 1 and 2, 1 percent in years 3, 4 and 5 of total
DoD and VA healthcare budgets.

o FY 1999 budgets inflated 3 percent in outyears.
¢ Expand partnering:
o Costsresulting from increased utilization are offset by savingsto TRICARE.

o Fixed number of treatment facilities restricts growth in the number of usersas care
isonly provided on aresource-available basis.

¢ Raedligninfrastructure:
o Recommended study can be completed using existing resources.

o Costs/savings resulting from implementation of study’s findings cannot be
determined until study is complete.

o Thereisthe potential for substantial long-term savings.
¢ Expand TRICARE:
o Revenues of increased patronage offset costs associated with increased utilization
of VA facilities.

o Potential costsinclude the need to make certain VA/DoD information systems are
compatible.

o o o o O
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ISSUE V.B - MODERNIZE VBA’S BENEFITS DELIVERY
PROCESSES AND INFRASTRUCTURE

How can VBA improve services to veterans by reengineering and restructuring its
business processes and the information technology and infrastructure that supports them?

DISCUSSION

Background

The VBA administers veterans' programs for compensation and pension, vocational
rehabilitation, education, home loan guarantees, and life insurance. Benefit decisions are
made, and veterans interact with VBA, in a network of regional offices (ROs). Currently,
VBA field operations are managed by nine Service Delivery Networks (SDNs) overseeing 57
ROs. Program policy is controlled from VA Central Office in Washington.

Decisions are based on elaborate procedures for implementing complex regulations. VA
data show that errors occur at arate of 36 percent and that 42 percent of claimants are
dissatisfied with compensation and pension services.2 The adjudication and appeal s process
involvestoo many hand-offs at theinitial adjudication level and lacks clear and definitiverules
that can be fairly and efficiently applied to the processing of the vast majority of cases.
According to a study by the National Academy of Public Administration (NAPA), VBA's
attempts at business process reengineering are a history of starts, stops, and failure to follow
through.260

VBA has been unable to resolve its problems by updating its information management
resources. According to the NAPA report, VBA has not achieved its modernization goals
because it has invested prematurely in overly risky strategies, plans, and programs. VBA
management of information management programs and projects is fragmented to the extent
that virtually no one is accountable for project performance and delivery of an operational
system capability. NAPA concluded that VETSNET, VBA's proposed solution, is nhot aviable
answer to VBA's modernization goal .261

VBA also has been criticized for not being easily accessible to the veterans it serves.
Many regional offices are not located in or near population centers. VBA has no service, or
itinerant service, at most locations where servicemembers are separated from active duty.
Many veterans report that they cannot get through to VA by telephone.

259.Briefing to the Commission by Under Secretary Joseph Thompson, September 9, 1998.

260.National Academy of Public Administration (NAPA), Management of Compensation and Pension Benefits
Claim Processes for \eterans August 1997, p. 59.

26LNAPA, p. 81.
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Many successful private sector organizations that depend on interaction with the public for
success have devised efficient decision-making processes that they implement in efficiently
sized and organized units. These organizations use telecommunications, supported by reliable
access to real-time databases, to sustain a high level of accessibility and service to their
customers.262

VBA continues to operate a paper-based system dispersed to 57 ROs. Some of the RO's
may be so small that they unnecessarily consume personnel resources with disproportionately
large supervisory overhead. Excluding stations with insurance functions, ROs have staffs as
large as 524 and as small as 18.

Today, more than 50 years after the original structure and processes were devised and put
into place, a mismatch appears to exist between VBA's mission on one hand and the processes
it uses to resolve claims and the deployment of its resources on the other.

The Commission applauds VBA for the strategic approach it hastaken in recent years. For
example, VBA's Education Service has consolidated its administration of the MGIB into four
locations, and the Loan Guaranty Service has consolidated its loan processing and loan
servicing functions into 9 Regional Loan Centers.

However, much more can be done. For example, no effort has been made to consolidate
the adjudication of compensation claims. VBA has a mixed record of successinimplementing
reorganization proposals. The December 1995 “Report of the VBA Field-Restructuring Task
Force” recommended some consolidation of compensation and pension functions.
Specifically, compensation and pension processing transferred from the Anchorage, Honolulu,
Ft. Harrison, and Wilmington ROs. Pension was to be transferred from New Y ork;
Washington, D.C.; Los Angeles; and Oakland ROs. These proposals were abandoned because
of political opposition from interested parties.

Analysis

To meet successfully the needs of servicemembers and veterans in the next century, VBA
should

¢ ldentify desired program outcomes.

¢ Develop the business processes needed to achieve those outcomes.

¢ Acquire the information management systems and technology necessary to implement

those processes.

¢ Shapeits human and physical resources to support those processes.

VBA’s mission should drive its process and resource decisions, rather than allowing its
legacy processes and infrastructure to constrain its mission decisions. VBA should define
itself by the quality of, and accessto, its services, not by the ROsit maintains and the processes
it has inherited.

If VBA isto put veteransfirst, it must adopt processes that are clear and direct enough to
be easily understood by veterans and employees alike. 1t must then create information
management systems and technology necessary to put those processes into effect. VBA also

262Commission Visit with CEO, United Services Automobile Association (USAA) June 22, 1998,
and USAA fact sheet; Information Services, March 1997, San Antonio, Texas.
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needs to provide veterans with seamless and transparent access to VBA services without
regard to where they live. Failure to adapt to changes in business practices, information
management, and communications will leave VBA poorly positioned to serve veterans.

VBA faces significant challenges in preparing to deliver benefits to the servicemembers
and veterans of the 21 century. VBA must develop streamlined and efficient processesto
replace business practices that are merely adaptations of traditional paper-based processes
implemented through aged computer systems and applications and administered through a
network of benefits-processing offices at 57 sites across the Nation, in Puerto Rico, and the
Philippines. Reformsin VBA processes must be developed in amanner perceived by program
stakeholders, and Congress, as objective and in veterans' best interests. In addition, proposed
reforms must offer the prospect of accurate decisions on veterans' claimsif they are not to
founder on stakeholder or Congressional opposition to specific facets of the proposal.

The Commission acknowledges VBA's May 29, 1998, publication of Roadmap to
Excellence. Thisdocument is designed “to provide a structure that will facilitate future
changes.” It focuses on “implementation of critically important near-term actionsto overcome
existing obstacles to future improvements.” 263 The Commission applauds VBA for its
initiative in looking ahead.

The Commission believes that VBA leadership understands the outcomes that are
necessary to achieve the level of service that veterans have earned by reason of their military
service. The Commission also believes that the leadership of the Department has the vision to
identify the actions necessary to achieve those outcomes. However, the Commission is also
aware of the difficultiesinherent in implementing fundamental reform in any organization.
For that reason the Commission believes that the Congress, in the form of the relevant
committees, and VBA leadership should jointly identify specific outcomes and atime lineto
achieve those outcomes.

If the desired outcomes are not achieved, the Commission believes that an independent
“blue ribbon” panel would then offer away to develop the processes necessary to achieve
VBA goals, identify the information technology necessary to bring those processesto life, and
propose the organizational structure necessary to support them. The Commission has
identified only two significant studies of VA's field/benefits delivery structure conducted by
independent organizations external to VA in the last 50 years.264 265The Commission believes
that advances in information and communications technology, combined with the urgent need
to modernize VBA processes and organization, make it appropriate to conduct a new,
independent examination of VBA processes and identify the information technology,
organizational structure, and infrastructure necessary to support those processes.

An independent panel of recognized and successful experts from the public and private
sectors who are engaged in businesses or claims processing functions similar to those of VBA
would be able to evaluate VBA's challenges and propose solutions that would be perceived to
be based on the merits.

263.The Veterans Benefits Administration Roadmap to Excellence, May 29, 1998, p. 13.

264Bo0z, Allen & Hamilton, Management Survey of Activities of the Veterans Administration Nonmedical Ben-

efits, April 1952, pp. 63-69.

265Hay Associates, Department of Veterans Benefits Organization Sudy of the Regional Office Sructure, Octo-

ber 1973, pp, 72-77.
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In consultation with VBA, the proposed commission would answer five basic questions:
(1) What are the outcomes VBA should achieve in its programs?
(2) What processes would most efficiently and effectively attain those outcomes?

(3) What information management and communications systems are necessary to
implement those processes?

(4) What infrastructure and organization is necessary to utilize those systems and to carry
out the recommended processes?

(5) How can VBA put those processes into effect and shape its infrastructure and
organization to carry out those processes effectively?

FINDINGS

¢ VBA isunableto meet contemporary standards of timeliness for delivery of the
veterans' benefits entrusted to it. Complex and confusing procedures for determining
eligibility and deciding claims, ineffective attempts to adopt modern communications
and information technology, and inefficient field organization all contributeto VBA’s
marginal performance. VBA's processes and organizational structure do not
correspond to the needs of the veteransit serves or take advantage of the opportunities
for enhanced customer service created by improvements in business processes,
technology and communications.

¢ VBA leadership has embarked on an effort to reform VBA processes, as well as
support information management systems and infrastructure. The Commission
supports the intent of this reform process. However, the Commission also is aware of
the mixed record of success of previous efforts to reform VBA processes and
organization.

¢ |f VBA'seffortsto restructureitself are unsuccessful, an independent panel, comprised
of individuals of recognized expertise and stature, and charged by Congress with the
mission of identifying and proposing changesin VBA’s processes, procedures,
organization, and structure, would offer a mechanism to identify and spotlight the
necessary reforms.

RECOMMENDATIONS

¢ That Congress review the reports and recommendations of the National Academy of
Public Administration and the Veterans' Claims Adjudication Commission and enact
legislation implementing the reforms it agrees are appropriate.

¢ That Congressand VA jointly agree on desired process, information management, and
infrastructure outcomes for VBA's reform process and that Congress require VBA to
provide regular reports on progress towards attaining those outcomes.

¢ |f VBA has not achieved the agreed-upon outcomes in 24 months, that Congress
charter an independent VBA Benefits Delivery Commission comprised of individuals
from both the public and private sector with proven expertise and success in
information technology, organizational design, and delivery of customer-driven
services.
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¢ Thepanel would assess VBA workload and processes and make recommendations for
the redesign of VBA processes, information management systems, organizational
structure, and infrastructure in order to best meet the needs of transitioning
servicemembers, veterans, and their family membersin the 21st century.

¢ Thepanel would be chartered for aterm of 24 months. It would redesign processes, as
well as proposing an organizational structure and infrastructure to put the redesigned
processes into effect. If Congress accepted the proposal, a follow-on Commission
would be appointed to monitor implementation during the succeeding 30 months.
Recommendations for infrastructure location would be subject to an up or down vote
by Congress.

¢ Toinsure VA input, the Secretary of Veterans Affairs would formulate and submit for
the panel’ s consideration a recommended process redesign and a plan for
implementation within 90 days of the Commission’s first meeting.

BUDGET IMPLICATIONS - ISSUE V.B

None

Underlying Assumption

¢ Support for thisinitiative comes from existing agency resources.
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ISSUE V.C - COORDINATE VA AND DOD INFORMATION
MANAGEMENT TO IMPROVE SERVICE

How can pertinent information regarding servicemembers' transition of be exchanged
more efficiently between the DoD and VA to improve the delivery of servicesto veterans?

DISCUSSION

Background

Quality customer service, informed decision-making, and sound strategic planning are all
dependent on reliable information on veteran beneficiaries. Historically, activities within VA
have responded to information demands specific to individual program needs. At any pointin
time, literally hundreds of ongoing information exchanges independently occur as part of VA's
business. Unfortunately, fragmentation and lack of coordinated oversight compromise the
effectiveness and utility of those exchanges and corrupt data quality. Asaresult, the VA does
not have the information needed to provide timely service to those who have recently separated
or retired from the Armed Forces.

The absence of effective information management impedes VA's ability to use information
effectively to improve business processes. |n addition, because information is not shared
throughout the agency, different functions collect the same information on a veteran many
times. Not only isthis practice a duplication of effort, but it is also an unnecessary waste of
resources and a cause of inconsistent data.

DoD has established a centralized, consolidated information management organization, the
Defense Manpower Data Center (DMDC), which is responsible for maintaining a
comprehensive archive of the personnel, manpower, training, and financial data collected from
all of the military branches within the Department. DMDC serves as the central personnel
information authority for DoD.

For the past several years, DMDC has been developing and refining arelational database
that tracks those who have entered military service since 1974. This system, the Defense
Enrollment Eligibility Reporting System (DEERS), was originally designed to determine
eligibility for military benefits. It has been expanded to record servicemember and dependent
information that DoD continuously uses. It is a person-based system that reduces replication
of information within DoD and contains much of the same information that VA needs and uses
in delivering servicesto veteran.

The quality of service VA providesto its beneficiaries could be dramatically improved
with a Department-wide information management plan. Previous attempts at modernization
have not considered all functions within VA. Strategic plans have not offered measurable
goals or time lines for evaluating success. VA'sinability to define the role of information in
business processes has substantially contributed to repeated failures of previous information
technology initiatives.
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For example, in December 1992, VBA began an extensive three-stage modernization
effort.266 Although the project was portrayed as amajor step toward improvement, in reality it
merely provided new technology to deliver the same services. It was, asis all too often the
case, overly focused on enhancing information technology, as opposed to addressing much-
needed information management improvements. Asaresult, large capital investments were
made without measurable gainsin service efficiency. Much of what VA doestoday is
accomplished as it was prior to “modernization.”

Analysis

Accurate military service information is prerequisite to accurate VA benefit eligibility
decisions.267 Seamless quality service to transitioning servicemembers and veteransis
substantially dependent on a thoughtfully executed information management strategy by DoD
and VA. The strategy should ensure coordinated and timely exchange of pertinent
information. Much of the information needed by the VA to provide timely transition services
to separating military personnel is already contained in DEERS. Time haslong passed for
breaking down the barriers that prevent cooperation between the two agencies. The focus of
information management must shift from program control to improved service delivery.

The current level of information interaction between VA and DoD is fragmented, with
little or no coordinated oversight or management.

) . ) ) DMDC respondsto information requests by VA on an
Consolidati ngil nformation as-needed basis. VA frequently tasks DMDC with
management and technology redundant information production projects that cause
(| |\/|&T) responsi bil ity intoa  Unnecessary duplication of effort and, in many

. L . instances, generate datathat are narrowly applied and
singleentity is both feasible g tficiently defined or qualified. Thereisvery little

and efficient. concentrated analysis of information within VA and
virtually no consideration of either the global
application or the use of the data supplied by DMDC.

VA and DMDC should formalize their information business relationship. The agencies
should enter into an agreement broadly encompassing all aspects of information exchange
between the Departments. The recent effort to improve Gulf War population data has
demonstrated that coordination between the two departments improves the quality of
information in both. Focus should be on data standardization that would facilitate the use of
veteran information in VA business processes. VA also needs a DMDC liaison to coordinate
and manage data exchanges.

DoD created DMDC as an organization specifically responsible for Department-wide
manpower information management. Because of the efficiencies DMDC brings to their
personnel functions, the Services embrace the concept of centralized information
management. Consolidating information management and technology (IM&T) responsibility
into asingle entity is both feasible and efficient. A centralized VA IM&T office would better

266. GAO, \eterans Benefits Administration: Redirected Modernization Shows Promise, Report AIMD-94-26,
December 1993.
267. 38 U.S.C. 8§ 1, sec. 101-112.
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manage administration or program-level projectsin accord with established Department
strategic objectives. This office also would directly oversee all information exchange
processes throughout the Department. VA should capitalize on the information management
experience of DMDC and related lessons learned to devel op future information management
strategies.

*

*

FINDINGS

VA has managed its information business from atechnically oriented, program-
specific perspective. Development of information systems is fragmented among
multiple administrations and program offices with little or no authoritative or
coordinated oversight.

VA program management is preoccupied with program control, thereby impeding
effective intraagency and inter-agency cooperation. This “stovepipe” approach to
business hinders efforts to devel op effective Department-wide strategic planning and
has led to failuresin previous IM& T initiatives.

DoD has established a centralized, consolidated information management
organization. Itisestablishing anew person-based relational database for DEERS that
contains data needed by VA on servicemembers and dependents, as well as recently
separated veterans. The flexibility of this system would allow VA to incorporate
DMDC datadirectly into its business processes.

RECOMMENDATIONS

That VA and DoD:

*

None

Establish aformal information business relationship. The relationship should broadly
encompass all aspects of information exchange and result in an agreement addressing
issues such as compliance with the requirements of Privacy Act and Freedom of
Information statutes, information security, service and development costs, data
validation mechanisms, data standardization, and technology sharing.

Create a VA organizational element within DMDC specifically responsible for
coordinating VA and DMDC business processes. The new organization would be
responsible for maximum utilization of shared information, creation of technical links
to support the timely exchange of information, and establishment of validation
procedures to ensure information quality.

BUDGET IMPLICATIONS - ISSUE V.C

Underlying Assumption

*

Support for this initiative comes from existing staff resources in both agencies.
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CHAPTER VI - GENERAL COMMENTS AND
OBSERVATIONS

Quadrennial Review

Benefits and services assisting servicemembers transition to civilian life are part of a
complex tapestry of programs and services that are administered by many different federal
departments and serve many different purposes. Veterans benefits assist the readjustment of
former servicemembersto civilian life. They serve as mitigation for the hardships of military
service. They are part of a servicemember’s remuneration package, and they serve as
incentives for enlistment or retention. Each of these functionsis affected by changesin
departments that administer benefits, by changes in other programs provided by the Federal
Government, and by changes in the country’ s population, its society, and in the institutions
serving society and its citizens.

The Commission believes that Congress, and the servicemembers, veterans, and citizens
served by Congress, would benefit from a periodic review of not only servicemember and
veteran transition issues, but also issues related to the recruitment and retention of military
personnel, aswell asissues cutting across agency boundaries. Such areview could ensure that
programs and services are appropriate for the changing demographics of the servicemember
and veteran population. For example, the proportion of veterans who are women, now 4
percent will increase over time until it corresponds to the portion of servicememberswho are
women, which is approximately 15 percent. Women have unique healthcare needs and special
attention must be provided to their requirements.

The Commission suggests that Congress consider recommending the establishment of a
panel that would meet on a quadrennial basis to evaluate progress made on past
recommendations, monitor existing programs, and make new recommendations.

Disability Compensation

The Commission did not review the VA's disability compensation program, the Service's
disability retirement and separation pay systems, or the interaction between those programs
and other disability programs such as Social Security Disability. However, the Commission
notes that these programs are of critical importance to the transition and subsequent lives of
servicemembers who become disabled or ill while on active duty.

Commissioners are aware of workload projections predicting a continued high level of
claims activity based on the fact that VA disability claims are filed by eight of ten military
retirees and one of five separatees, aswell as on the continuing large number of repeat claims.
Thetask of managing that workload appears to be inconsistent with budget projections calling
for a 26-percent reduction in the number of VA claims processing staff in the fiscal years
between 1998 and 2002.268

268 National Academy of Public Administration, Management of Compensation and Pension Benefits Claim
Processes, August 1997, p. Xix.
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An analysis of the statutory basis for, and the policies underlying, these programs in the
aggregate by Congress, or by another panel, has the potential to offer new insightsinto the
issues surrounding income support for servicemembers who become disabled or chronically ill
while on active duty.

Troops to Teachers

The Troopsto Teachers (TTT) program was designed to help former military personnel
enter public education as teachers. The program arose from a provision included in the
National Defense Authorization Act for FY 1993 in response to the need to provide career
alternatives for servicemembers who might be released from active duty as aresult of military
downsizing.

TTT is attracting the types of individuals needed in public education while meeting the
demand for additional teachersin subject and geographic areas of need. The program has been
successful in bringing dedicated, mature, experienced individuals into the classrooms where
they have proven not only to be effective teachers but also excellent role models for students.
The program has assisted more than 3,000 former military and civilian employeesin beginning
new careersin public education. TTT has established a highly effective “pipeline” for
assisting military personnel, primarily those retiring from active duty, in transitioning to a new
career in public education.

With the pressing need for competent, effective teachers for the Nation’s classrooms and
the need to provide avenues for military personnel to make a successful transition to an
important second career, TTT isahighly efficient, cost effective program. TTT should be
maintained as an integral part of Department of Defense transition efforts.

Insurance Reimbursement

Under current law, when VA treats a veteran covered by health insurance, it can hill the
insurance company in some cases but not in others. If VA could hill for al care, without regard
to whether the condition is service-connected, VA could collect up to an additional $49 million
each year in third-party reimbursements. Veterans with service-connected disabilities would
not be charged for their care and VA's revenue would come from health insurance already paid
for by the veteran or his or her employer. The Commission believes that the additional income
would enable VA medical facilities to provide more care to more veterans. The Commission
also believes that the beneficial effect would be maximized if receipts were retained at the
medical facility providing the care.

Financial Incentives

The Commission believes that DoD MTFs do not have a strong incentive to identify or
implement management initiatives or innovations that would make their medical operations
more cost-effective because savings are not retained for use by the facility, but rather arerolled
up by headquarters activities to address priorities elsewhere. The Commission believes that
MTFswould have more incentive for cost-effective operations if they were permitted to retain
for local use a percentage of any resources they save.
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Public Health Service

It was noted that, during the buildup for the 1990-1991 Persian Gulf War, Public Health
Service (PHS) providers were not available for call-up because of the difficulty in providing
healthcare servicesto PHS beneficiaries if PHS providers were deployed to Southwest Asia.
The Commission notes that members of the Commissioned Corps of the PHS are eligible for
veterans' benefits on the same basis as members of the Armed Forces. The mission of PHS
providersis primarily to support Indian Health Service and the Bureau of Prisons. They are
essentially nondeployable because there are no replacements for PHS providersif they are
deployed. The Congress may wish to evaluate the conditions of service of the Commissioned
Corpsto determine if PHS service is comparable, for veterans' benefits purposes, to servicein
one of the Armed Forces.

Veterans Transition Benefits: A Global Perspective

How do the United States military transition services and veterans' benefits package
compare with other industrialized countries?

The Commission conducted a comparative analysis of the similarities and the differences
of the transition benefits and services packages of the United States and six-industrialized

democracies. Australia, Canada, Germany, the United Kingdom, Isragl, and Japan. Germany
and Isragl are the only countries of the six that have conscription.

Analysis

Like the United States, these countries face the twin challenges of the end of the Cold War
and the gradual decline of big government. The end of the Cold War is making it more
difficult to secure public support to provide resources for national defense, and the decline of
big government is leading to diminished public expenditures for various social programs.
Although the other countries do have larger social welfare programs, including National
Health Care, they are also exploring ways to reduce program costs, to include privatization.

Who is entitled to benefits?

The definition of theword “veteran” isimportant because it aff ects benefits; how countries
make policy; and to whom they furnish benefits.

The United States has aliberal definition of aveteran.26® In Australia, aveteranis
someone who has served in an operational area designated by Parliament, typically in another
country. Canada makes a distinction between veterans and ex-servicemembers. Veterans are
members of the Canadian Forces and high-seas Merchant Navy who served either during the
World War |, World War |1, or the Korean War. Ex-servicemembers are known as retired or
former members of the Regular or Reserve Force. In Germany, “veteran” isnot alegal term.
In the United Kingdom, veteran refers to someone who has separated from the military. No

269.Eligibility for most VA benefits is based upon discharge from active military service under other than dis-
honorable conditions. Department of V eterans Affairs, Federal Benefitsfor Veterans and Dependents, 1997
edition. p. 1.
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British military agency becomes involved in assisting veterans with vocational rehabilitation,
health, employment, education, housing, life insurance, burial benefits, and small business.
Thereis no Department of Veterans Affairsin the United Kingdom. In Israel, the Ministry of
Defense and the Israeli Defense Forces provide benefits for career and non-career soldiers
when they retire. In Japan, aveteran is someone who served in the Self-Defense Forces and
World War Il ex-servicemembers.

Pre-Separation Counseling Programs

In the United States, pre-separation counseling consists of developing an individual
transition plan, considering the effects of career change, employment assistance, relocation
assistance, education/training benefits, health and life insurance, financial benefits, Reserve
affiliation, and disability benefits.

Although all countries offer pre-separation counseling, Australia, Germany, the United
Kingdom, and Israel start their programs earlier than the United States. In Australia,
counseling can begin as early as three years prior to the expected date of discharge. Pre-
separation counseling programs help facilitate the soldier’ sreturn to civilian life.

Canada operates a program called Second Career Assistance Network (SCAN). SCAN is
the main transition service available to Canadian Forces personnel. Germany accords
temporary-career volunteers counseling in vocational matters. Japan has a number of
reemployment support measures to help their transitioning servicemembers. The SDF offers
vocational training and management training.

In the United Kingdom, military personnel must have completed at |east five years service
to qualify for this benefit. Counseling usually begins two years prior to separation. In Isragl,
transition starts one year before separation from service.

Employment Programs to Include Job Counseling, Job Training, and Placement

The United States conducts transition programs that teach servicemembers job search
skills such as resume writing. The United States DOL has an electronic job and resume bank
just for servicemembers. In addition, DOL operates alarge separate job and talent bank for
veterans. State employment agencies in the United States give veterans first opportunity for
job openings. There are employment specialists stationed in the 1,800 employment agencies
solely to help veterans. The United States offers job training programs designated to assist
veterans.

In Australia, the most important features of the Resettlement Scheme include courses such
as plant operator training, small business management, computer training and certified
network engineer training. Other features include outplacement counseling and/or on-the-job
training; approved absence for job-seeking and associated matters; and financial assistance
under the Services' Vocational and Educational Training Scheme.

Canada offers seminars and workshops on job search, resume writing and interviews for
jobs. Israel conducts an open house for transitioning soldiers. The Retirement Department
conducts workshops in employment, training, and finances.
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Germany provides counseling for servicemembersin their first year of serviceto help
them develop a career plan that will lead to employment when they reenter civilian life. This
counseling plan takes into account the servicemembers educational background and military
training. Government agencies reserve a certain percentage of jobs for qualified ex-
servicemembers.

The United Kingdom offers transitioning soldiers an opportunity to interview with
counselors who are in contact with employment agencies. Noncommissioned personnel must
attend these interviews. The Ministry of Defense with the help of a private employment
agency known as Services Employment Network runs a marketing campaign entitled Access
to Excellence. The purpose of the campaign is to make the public aware that the skills and
experience of servicemembers are transferable when they seek employment in the civilian
workforce. Servicemembers can attend transition briefings on job seeking, interviewing and
resume writing.

Japan offers transitioning servicemembers occupational aptitude tests, technical, and
management courses, as well as occupational guidance and correspondence education.

Educational Assistance Programs

Veterans' educational benefitsin the United States are the most generous. The United
States provides 36 months of benefits for post-secondary education, plus on-the-job training,
apprenticeship, flight training and correspondence courses, plus educational benefits for
certain dependents. Veterans' benefits are for ten years from the date of the veteran’s last
discharge or release from active duty.

Australia provides financial assistance to servicemembers who take off-duty coursesto
prepare for reentry into civilian life. Australia offers educational assistance, in the form of
vocational rehabilitation, to veteransin need of special assistance to obtain or hold suitable
employment. Its Department of Veterans' Affairs administers a Veterans' Children Education
Scheme that provides assistance in the form of an education allowance, guidance and
counseling to eligible dependents of certain veterans.27

Germany offers educational assistance to its military personnel who have served eight or
more years. These servicemembers can attend the Federal Armed Forces School of General
Vocational Education in the last 15 months of their term of military service. Servicemembers
who have been in the military 12 or more years can participatein training in the last 24 months
of their term of service. While attending school, these servicemembers are exempt from
military service.

In Isradl, officers are entitled to study for an executive MBA. Non-Commissioned
Officers can qualify for vocational training. Upon completion of mandatory service,
noncareer soldiersin Isragl receive a sum of money that can be used for either academic or
nonacademic studies.

210.Those eligible are children under 25 of either deceased veterans, whose deaths were war-caused, Australian
mariners or members of the Australian Defence Forces who were former Australian prisoners of war or vet-
erans who weretotally and permanently incapacitated. Also eligible for benefits are children whose par-
ents have both died, but one parent had operational service. Commonwealth of Australia, Pensions, http://
www.dva.gov.au.
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In Canada, the SCAN program provides servicemembers with retraining/education
upgrading for up to one year after release. Japan has expanded and improved its vocational
training programs to help transitioning military personnel find employment in the private
sector. The United Kingdom does not offer educational assistance to either its transitioning
servicemembers or veterans.

Vocational Rehabilitation and Training Programs

In the United States, veterans are eligible for 48 months of vocational rehabilitation over
12 years for compensabl e service-connected disabilities that impair employment. Australia,
Canada, Germany, and Israel also give high priority to disabled veterans and provide
vocational rehabilitation benefits. The United Kingdom and Japan do not offer vocational
rehabilitation assistance to their veterans, but as citizens of those countries, veterans can obtain
these benefits through programs for the general population.

Housing Loan Program

The United States Department of Veterans Affairs guarantees home loans to qualified
veterans. Veterans can purchase homes valued at $203,000 without a down payment.
Australia offers either subsidized housing or low-interest loans to eligible veterans. Isragl,
Canada, Germany, the United Kingdom and Japan do not provide home-loan benefits.

Small Business Loan and Assistance Programs

In the United States, the SBA has statutory authority to give special consideration to
veterans. The SBA’s Office of Veterans Affairs provides guidance, assistance and training to
veterans who want to establish businesses.

Australia, Canada, Germany, and Israel provide some form of small business loans and
assistance programs; the United Kingdom and Japan do not do so.

In Australia, transitioning servicemembers can obtain approval for small business
management courses if they make a commitment to buy or manage a small business.

In Canada, under very specific circumstances, the government provides veterans with
financial assistance to start a small business. Self-employment, is an option that is supported
only when circumstances are such asto preempt the individual from being able to access
employment in the marketplace.

In Israel, the Ministry of Defense refers noncareer soldiers to a special agency that for a
small fee gives professional advice about opening a business. Israeli career soldiers are
allowed to borrow on their future pensions to start a business. Released noncareer
servicemembers who start a small business are entitled to request financial assistance from a
fund created to help soldiers transition to civilian life.

Retirement and Disability Compensation

All countries offer some type of retirement or disability compensation programs.

In the United States, disability compensation is paid to veterans who are disabled by injury
or disease that occurred during active duty. Monetary benefits, which are tax free, depend
upon the amount of disability caused by the injury or disease.2’t Since 1986, servicemembers
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receive 2.5 percent of the average of high-3 years of basic pay multiplied by the number of
yearsin service less 1 percent of each year less than 30 years of service (40 percent at 20
years).

Australia recently has revised its compensation scheme for military personnel and
dependents. Compensation amounts and criteria for compensation go back to The Defense
Act of 1903. Compensation was inadequate under this Act due to its age and methodology.
These changes include an increase in the severe injury lump sum payment from approximately
$130,000 (equivalent to $90,000 US) to $200,000 ($133,000 US) and $50,000 ($34,000 US)
for each dependent child of a member who dies or is severely injured.

With respect to retirement, all new Australian Defense Force servicemembers must join
the Military Superannuation and Benefits Scheme (MSBS). Rather than adjusting the existing
retirement plan, the government decided to create a new plan to “better serve the needs of all
Defense Force personnel into the 21t century.”272 M SBS benefits consist of two parts: a.) a
member benefit made up of two-weeks contributions and the interest they earn and b.) an
employer benefit which isthe Australian Government’s contribution. The servicemember’s
benefit is available as alump sum when the individual leaves the MSBS, but the employer
benefit is not available until the servicemember retires from the military at or after 55.273 The
employer benefit can be taken either asalump sum or an indexed pension. Anindividual does
not have to take the member benefit when he or she retires from the military. A
servicemember may leave his or her benefit in the retirement fund until age 65.

In Canada, the Canadian Forces Superannuation Act provides a pension for eligible
members of the Canadian Forces. Both the government and the servicemember fund the
pension. Annuity benefits are two percent of service, of the highest six years average salary,
for amaximum of 35 years of service. For voluntary release (less than 20 years), alump sum
ispaid to transitioning servicemembers. Canada provides disability pension benefits under
one of two principles: the Insurance Principle and the Compensation Principle.

In Germany, the Constitution states that all retirement and other benefits received as a
result of military service must be paid through the civil government, not the military. The
amount of pension is based on salary and years of service.

In the United Kingdom, to qualify for a full immediate pension, officers must either serve
16 yearsor reach age 38. Enlisted servicemembers must serve either 22 years or reach age 40.
The pension is incremented according to the number of completed years of service and rank
attained. In addition, atax-free lump sum is provided equivalent to three times the annual
pension that would be paid to servicemembers qualifying for an immediate pension. The
Department of Social Security can pay pensionsto individuals with disabilities. All citizens of
the United Kingdom can qualify for these benefits, veterans receive no special consideration.

In Isragl, acareer soldier can usualy retire at the age of 40 %2 years with at least ten years
of service. The amount of retirement paid is 30 to 75 percent of afull salary based on rank at
retirement and length of service up to 24 years. |srael gives high priority to disabled veterans
and the Ministry of Defense’s Department of Rehabilitation assistsin all areas of life. Some

21.Department of Veterans Affairs, Federal Benefits for Veterans and Dependents, 1997 Edition

212 Australian Government Publishing Service, The MSBS Book, Military and Superannuation and Benefits
Scheme, p. 1.

231bid. p. 2.
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examples: placement of jobs, housing, financial aid for disabled veterans who want to set up a
business, financial assistance for academic studies if admitted to an accredited or recognized
university, medical care, reductions in taxes, grants, money for clothes, and elevators for
paralyzed soldiers who live in two-story homes. As of January 1996, new cases, which have
20 percent or more disability, get pensions plus rehabilitation benefits. Those who have less
than 20 percent disability receive alump sum.

In Japan, under the Pension Law, commissioned officers are treated as civilian officials
and noncommissioned officers as police and prison officials. If an ex-servicemember failsto
apply for a pension within seven years of qualifying, pension rights will expire. The pension
may include an old-age basic pension, an additional pension, disability annuities, special
disability pensions, and disability benefits. The annuities and pensions are paid annually, but
the disability benefits are lump-sum payments.

Health Care

The United States Department of Veterans Affairs offers hospital, outpatient, nursing home
and domiciliary care primarily to service-disabled and low-income veterans. Australia,
Canada, Germany, the United Kingdom, Israel and Japan have a National Health Care system.

Australia and Canada recently closed their veterans' hospitals. In Australia, the closing
will result in savings of one hillion dollars over ten years. In Canada, if the Ministry of
National Defense agrees to reimburse the cost of health care, Veterans Affairs Canada will
provide health care benefits to ex-servicemembers who were hospitalized at their time of
discharge, for up to one year. Veterans Affairs Canadais exploring ways to be more
responsive during a soldier’ stransition period. Veterans Affairs Canada has three main health
care programs; health care benefits program, veterans independence program, and the long-
term care program.

“Lump-Sum” Payments

The United States does not offer disability lump-sum payments whereas Australia,
Canada, Germany, the United Kingdom, Israel and Japan provide various types of such
benefits.

Summary

¢ The comparative study highlights the overall superiority of America' s veterans
benefits and transition assistance vis-a-vis the systems of other major industrialized
nations. The United States started from a stronger position than the other six countries
at the end of World War |1, and that isreflected in its broader definition of aveteran
and its willingness since World War 1 to furnish awide array of benefits.

¢ Overall the United States serves as amodel for other countries based on the depth and
breadth of the United States' benefits.

¢ Thesuccess of the Commission’s Global Perspective Roundtable suggests the
importance of repeating these exchanges in the future.
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In conjunction with the work done by the Commission, several studies and a survey were
conducted on variousissues. Studiesincluded the following:

¢ A “blueribbon” group of healthcare experts examined healthcare issues and provided

recommendations to the Commission. Healthcare Advisory Group Report to
Commission, June 11, 1998.

¢ Dyncorp studied the barriers to veterans' employment presented by civilian licensure,

certification, and apprenticeship requirements. Barriersto Veterans Employment
presented by Civilian Licensure and Certification, June 4, 1998.

The survey included the following:

¢ The Gallup Organization surveyed servicemembers, veterans, and employers on
various issues. National Survey of Servicemembers, Veterans, Disabled Veterans and
Employers Concerning the Transition from Military to Civilian Life, November 17,
1998.
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Copies of these studies and survey can be obtained through the Commission’s Web Site:
http://web9.whs.osd.mil/
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APPENDIX A - SCOPE OF WORK
GENERAL

Establishment of Commission

The Commission on Servicemembers and Veterans Transition Assistance was established
by title V11 of the Veterans' Benefits Improvement Act of 1996 (Public Law 104-275). The
Commission was composed of 12 members, 4 appointed by the House Committee on Veterans
Affairs, 4 by the Senate Committee on Veterans' Affairs, 2 by the House Committee on
National Security, and 2 by the Senate Committee on Armed Services. Commissioners
represented appropriate and diverse experiences, expertise, and historical perspectives on
veterans, military, organizational, and management matters. In addition, the following were
appointed as nonvoting members of the Commission: the Under Secretary for Benefits of the
Department of Veterans Affairs, the Assistant Secretary of Defense for Force Management and
Personnel, and the Assistant Secretary of Labor for Veterans' Employment and Training.

Duties

The Commission was charged to examine thoroughly a broad range of federal programs
that provide transition assistance and benefits to separating servicemembers and veterans with
aview to ensuring their adequacy to meet not only the full spectrum of today’s needs but also
the foreseeabl e needs of the next century. The Commission also wasto review the allocation of
program administration responsibility among the various departments and agencies of the
government and determine the feasibility and desirability of consolidating that administration.
Finally, the Commission was to make recommendations to Congress regarding the need for
improvements in the programs reviewed.

Guiding Principles

The Commission developed seven guiding principles in open session at its organizational
workshop at the Airlie Center in April 1997. These principles not only set the direction for the
Commission’s data collection and analysis, but guided the performance of its overall
congressional charge:

¢ Cover, at aminimum, the programs to assist members of the Armed Forces and

veterans specified in Public Law 104-275, but interpret the scope of the Commission’s
charter broadly.

¢ Bebold. Take advantage of the opportunity to say what needsto be said.

¢ Work on the central issues, not at the margins.

¢ Takethelong-term view. Focus on how transition assistance and benefits can meet the

needs of the 21st century.

¢ View veterans and servicemembers as a unigque, important national resource and

consider how best to take advantage of this resource.

¢ Consider how well the programs are administered as well as their substance.
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¢ Consider the various categories of veterans and separating servicemembers and ensure

a continuum of appropriate programs, services, and benefits for each of those
categories.

Vision

For the 21 century, the Commission envisions America capitalizing on itsinvestment in
the unique national resource of its military personnel and fulfilling its obligation to those who
have served. To achieve thisvision, Congress must -

*

*
*

Provide the tools and opportunity to transition the talent and ability represented by
servicemembers into America’ s economy.

Meet the needs that result from the special conditions of military service.
Support the Nation’ s ability to raise and maintain effective forces.

COMMISSION STRUCTURE

The authorizing legislation encouraged the Commission to establish panels composed of
less than its full membership to carry out the Commission’s duties, with the actions of those
panels being subject to the review and control of the Commission. The following three panels

were formed:

¢ Healthcare - Chaired by Commissioner Priore, with Commissioners Chavarrie
Wincup and.

¢ Servicemembers and Employment - Chaired by Commissioner Drach, with
Commissioners Blecker, Chavarrie, Harvey, and Stephens.

¢ \eterans Benefits — Co-Chaired by Commissioners Davis and Johnson, with
Commissioners Fleming, and Jehn.

¢ Commission professional staff was experienced in the areas reviewed, having spent

their military or civil service careers administering and overseeing the various
programsreviewed. The Departments of Defense, Veterans Affairs, Labor, and
Housing and Urban Devel opment assigned program experts to assist the Commission.
DoD also detailed personnel from each of the Military Services for additional support.

ACTIVITIES

Over aperiod of 18 months, Commissioners and staff spoke with thousands of people and
traveled around the world as part of a comprehensive assessment of wide-ranging, complex
issues. The views of program participants and administrators in the trenches were heard, as
were the concerns of agency officials, the opinions of noted subject-matter experts, and the
views of avariety of interest groups.

I nformation gathering on separate areas of the Commission’ s wide-ranging charge was the
province of the panel with responsibility for the appropriate area. Attendance at public
sessions, however, involved all Commissioners who were available and staff. The entire
Commission met regularly to discuss the status of panel activities and matters of general
direction and policy. The following activity was considered by the entire Commission as
affecting all three panels:
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Hearings

To gain an overview, the Commission held hearings concerning -

*

The roles and missions of the Departments of Defense (DoD), Veterans Affairs (VA),
Labor (DOL), and Small Business Administration at which top department and
program officials presented operational overviews and practical insights;

Healthcare, with top program officials from DoD and VA; and

Forecastsfor the 21 century, at which speakersfrom the public policy institutes, DoD,
the Office of Personnel Management, and the mortgage community outlined
expectations for the future and made suggestions to prepare for it.

Survey

In addition to hearings, round table sessions, and site visits, the Commission engaged the
Gallup Organization to conduct a customer survey. The Commission arranged for the Gallup
organization to conduct a customer survey. The Commission was interested in the opinions
and experiences of arepresentative sample of:

*

*

*
*

Servicemembers who expected to leave the military 6 months from the time of the
survey and participated in the transition assistance program;

Veterans who had left the military between 6 months and 5 years before the survey,
with distinctions between the view and experiences of short-term and long-term
veterans;

Disabled veterans who were registered with the VA; and

Employers across the United States.

The Gallup survey was undertaken with an earnest desire to gather the views, regarding
transition issues, from alarge number of separating servicemembers and already separated
veterans that, to our knowledge, has never been done on this scale previously. Our original
intent was to add this survey datato the views and opinions collected by our Commissioners
and staff.

Despite the best efforts of staff, VA, and DoD the data collected was not completed in time
to beincorporated in to this Report. Although it was our desire to use the survey datato either
confirm or dispute the Commission’s findings and recommendations, it was never the
Commission’sintent to rely on it exclusively. Our dilemma at the last minute was whether to
use the Gallup data in the Report without regard to the fact that there was no time to weigh the
data according to existing demographics or to analyze it.

The choice not to use the unweighted survey data was made so as hot to in any way
misrepresent the data. This decision was admittedly not an easy one, but it was made in the
interest of the integrity of our Report. We will provide the data files to the departments for
their further analysis and weighting. They will glean the value from what we believe to be a
rich database of information. It also provides the basis for longitudinal studiesin the future.
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HEALTHCARE PANEL

From the outset, healthcare wasidentified as amajor issue for the Commission to consider.
The Commission believesthat healthcare isintrinsically intertwined in the transition of
servicemembers from active duty to civilian life or retirement. Site visitsto the field and
discussions with servicemembers, veterans, and many military and veterans' service
organizations emphasized that healthcare was one of the top priority issues. For this reason,
the Commission designated the Healthcare Panel to consider healthcare issues for both
servicemembers and veterans.

Two very large federal healthcare systems exist, on run by (DoD) and the other by (VA).
The Commission tasked the Healthcare Panel to address the effectiveness and efficiency of
these two large healthcare systems and consider increased resource sharing and/or the
consolidating services where possible.

Healthcare Advisory Group

The Commission recognized that healthcare is very complex and a thorough investigation
of the issues would require expertise beyond that possessed by the Healthcare Panel
professional staff. In October 1997, the Commission approved the formation of a Healthcare
Advisory Group - a‘blue ribbon’ group of eight nationally recognized expertsin the field of
healthcare and healthcare policy, to examine healthcare issues and provide recommendations
to the Commission.

The Healthcare Advisory Group consisted of the following:

¢ LTG Quinn Becker, M.D., USA (Ret), former Army Surgeon General & Chief of
Staff, Asheville VAMC
¢ LTG Edgar Chavarrie, USAF (Ret), Transition Commission Member
¢ Molly Coye, M.D., MPH, former State Health Director for New Jersey and California
¢ Honorable Willis Gradison, former Congressman & President, Health Insurance
Association of America.
¢ Honorable James Holsinger, M.D., former VA Under Secretary for Health &
Chancellor, Chandler Medical Center, University of Kentucky
¢ BG Walter Johnson |11, USA (Ret), President, Institute for Diversity in Health
Management.
¢ Honorable G.V. “Sonny” Montgomery, former Chairman, House Veterans Affairs
Committee
¢ Tom Scully, former Domestic Policy Advisor to President Bush; President & CEO,
Federation of American Health Systems
Therole of the Healthcare Advisory Group was to examine healthcare issues and provide
recommendations to the Commission. The Healthcare Advisory Group met monthly for 6
months to address healthcare issues and heard briefings from DoD and VA healthcare
principals and experts, as well as private sector experts.
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Panel Site Visits
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Mike O’ Callaghan Federal Hospital, Las Vegas, Nevada.

Addiliar B. Guy |11 VA Ambulatory Care Clinic, Las Vegas, Nevada.
Richmond VA Medical Center (VAMC), Richmond, Virginia.
Asheville VAMC, Asheville, North Carolina

Walter Reed Army Medical Center, Washington, District of Columbia.
VA Nationa Acquisition Center, Chicago, Illinois.

Swords to Plowshares, and VA Vet Center, San Francisco, California.
Homel ess shelter, San Francisco, California

Palo Alto VAMC, Palo Alto, California.

David Grant Medical Center, Travis Air Force Base, California.

Fort Bragg Medical Treatment Facility, Fort Bragg, North Carolina.
Defense Supply Center Philadelphia, Philadel phia, Pennsylvania.
Landsthul Regional Medical Center, Germany.

U.S. Naval Hospital, Naples, Italy.

Westside Residence Hall, Los Angeles, California.

West Los Angeles VAMC, Los Angeles, California.

Long Beach VAMC, Long Beach, California.

SERVICEMEMBERSAND EMPLOYMENT PANEL

The Commission assigned the Servicemembers and Employment Panel the responsibility
of reviewing the transition programs intended to assist servicemembers at the time of their
separation or retirement from the Armed Forces and the employment programs intended to
assist both servicemembers and veterans. The Servicemembers and Employment Panel wasto
determine -
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The adequacy of the reviewed programs for their purposes.

The adequacy of Armed Forces support for transition assistance programs.
The adequacy of the reviewed programs' funding levels.

The effect, if any, of transition assistance programs on military readiness.

The extent to which transition and employment assistance programs provide
servicemembers and veterans with job-search skills.

The extent to which transition and employment assistance programs prepare
servicemembers and veterans for civilian employment.

The effectiveness of employment programs in assisting servicemembers and veterans
in finding civilian employment.

The waysin which transition and employment assistance programs could be improved.
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Panel Site Visits

To understand the needs of transitioning servicemembers and recently separated veterans
as well as program administrators, it was necessary for Commissioners and staff to visit
program sites and talk with the partiesinvolved. At each listed military facility in the United
States and overseas, Commissioners and staff met with commanders, program officials, and
servicemembers. At U.S. locations, Commissioners and staff met with federal and/or state
employment representatives.

¢ Army transition program facilities:
Fort Carson, Colorado.
Fort Bragg, North Carolina.
Scofield Barracks, Hawaii.
Camp Casey, Korea.
U.S. Army Europe, Mannheim, Germany.
Headquarters, U.S. European Command, Stuttgart, Germany.
¢ Air Force Transition Program Facilities:
Nellis Air Force Base (AFB), Nevada.
Peterson AFB, Colorado.
Pope AFB, North Carolina.
Hickham AFB, Hawaii.
Kadena AFB, Okinawa.
Ramstein AB, Germany.
¢ Navy Transition Program Facilities:
o Navy Base Norfork, Virginia.
o Navy Base Pearl Harbor, Hawaii.
o Yokosuka, Japan.
o U.S. Navy Europe, Naples, Italy.
¢ Marine Corps Transition Program Facilities:
o Camp Lejeune, North Carolina.
o Marine Corps Base Kaneohe, Hawaii.
o Camp Hanson, Okinawa.
¢ State Job Service Offices:
o Baltimore, Maryland.
o Denver, Colorado.
o Charleston, South Carolina.
¢ National Veterans Training Institute, Denver, Colorado.

Panel Roundtable Sessions

¢ Reserve Forces.
¢ Coast Guard.

o o o o o O

O
O
O
O
O
O
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Electronic Labor Market Systems.
Accessions and Recruiting.

Uniform Services Tax-Deferred Savings Plan.
State Job Service Administrators.
Unemployment Compensation Payments.
Private Sector Placement Service.
DOL’s“One Stop” Labor Exchange Concept.
Employer Forum.

State Veterans Employment Specialists.
Military Service Personnel Chiefs.

National Military Apprenticeship.

PANEL STUDY

The Servicemembers and Employment Panel recognized that the education, training, and
experience obtained during an individual’s military service benefit the Nation’s defense, but
also can contribute significantly to a skilled civilian workforce. However, the Panel was
concerned that an inability of separating servicemembers to meet civilian credentialing
standards often precluded them from realizing the full benefit of their military training and
experience.

Little research had been conducted on issues related to the impact of civilian credentialing
on transitioning military personnel. To build upon efforts begun by the Department of Labor’s
Veterans' Employment and Training Service in 1997, the Commission undertook research to
identify which enlisted military occupational specialties had civilian counterparts with
licensure or certification requirements. Asaresult of a study conducted for the Commission
by DynCorp, whose findings were published in areport entitled Barriers to \kterans
Employment Presented by Civilian Licensure and Certification, the universe of enlisted
military occupational specialties with corresponding civilian credentialing requirements was
defined, enabling the panel to better assess the situation and make constructive
recommendations.
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VETERANS BENEFITS PANEL

The Commission assigned to the Veterans Benefits Panel the responsibility of reviewing
the following veterans' programs to determine their adequacy and effectiveness, the adequacy
of their support by VA, the adequacy of their funding levels, and the ways in which the
programs could be improved:

¢ Educational assistance programs.

Rehabilitation and training programs.

Housing loan programs.

Small business loan and small business assistance programs.

Government personnel policies (including veteran’s preference policies) and the
enforcement of those policies.

L IR JBR 2B
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¢ Veterans benefits programs.

Panel Site Visits

National Veterans Training Institute, Denver, Colorado.

United Services Automobile Association, San Antonio, Texas.
Defense Manpower Data Center, Arlington, Virginia.

Veterans Affairs Regional Office, Washington, D.C.

Veterans Affairs Regional Office, Atlanta, Georgia.

Veterans Affairs Regional Office, Philadel phia, Pennsylvania.
National Headquarters, Paralyzed Veterans of America, Washington, D.C.
Israel Defense Forces, Retirement Department, Isragl.

Arlington National Cemetery, Arlington, Virginia.

Army and Air Force Mutual Aid Association, Fort Myer, Virginia.
St. Louis Town Meeting, St. Louis, Missouri.

Panel Roundtable Sessions

VA Education Benefits.

VA Educational Assistance Program.

VA Vocational Rehahilitation and Training Program.
Secretary of Veterans Affairs Advisory Committee on Vocational Rehabilitation.
State Approving Agency and VA On-the-Job Training Benefit
Burial Eligibility.

Dual Compensation.

Housing Loan Programs.

Disability Compensation and Medical Retirement.

Global Veterans' Benefits.

Small Business Assistance.
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Chairman

The Chairman met with and spoke before, numerous and diverse audiences of military and
veterans organizations — both in and out of government — that serve members of the Armed
Forces and veterans.
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APPENDIX B — COST SUPPORT DATA

| SSUE |.A ENHANCED MONTGOMERY GI BILL

Enhanced MGIB FY00 Fyo1 EY02 FY03 FYo04
48 -Month Enlisted Trainees (students) 0 955 3,684 13,856 23,578
Costs
Private - tuition and fees $14,759 $16,014 $17,375 $18,852 $20,454
Total Cost (30% of trainees) NA $3,441,008 $14,402,138 $58,772,995 $108,509,490
Public - tuition and fees $2,681 $2,909 $3,156 $3,424 $3,715
Total Cost (70% of trainees) NA $1,458,500 $6,104,020 $24,907,546 $45,985,942
Booksand Supplies $476 $486 $497 $509 $520
CPI (%) NA 2.2% 2.3% 2.3% 2.3%
Total Cost (all trainess) NA $464,130 $1,830,948 $7,052,704 $12,260,560
Stipend $400 $408 $418 $427 $437
CPI NA 2.1% 2.3% 2.3% 2.3%
Total Stipend NA $219,173 $866,201 $3,328,038 $5,795,767
Lossof Pay Reduction (from Basdline) $182,326,000 $190,929,000 $196,665,000 $197,216,000 $199,533,000
Reporting Fee = $8.00

Proposed Fee NA $8,404 $32,419 $121,933 $207,486

Basdine $1,937,510 $1,937,510 $1,931,580 $2,012,270 $1,961,650

Baseline Reduction $7.40 NA $7,774 $29,988 $112,787 $191,925
Net Fee Cost NA $630 $2,431 $9,146 $15,561
Sub-Total Cost (in millions) $182 $197 $220 $291 $372
Savings
Trainees (enhanced programs) 0 955 3,684 13,856 23,578
Baseline Trainees (students) 284,000 283,000 273,200 263,800 259,800
Basic Benefits - Chapter 30 NA $3,403,620 $13,129,776 $49,382,784 $84,031,992
VR & C Basdline $400,408,000 $402,764,000 $406,042,000 $409,812,000 $413,773,000
VR & C Savings NA $1,512,945 $6,093,360 $23,889,930 $42,154,176
Kicker (DoD savings) $100,000,000 $100,000,000 $100,000,000 $100,000,000 $100,000,000
Total Savings (in millions) $100 $105 $119 $173 $226
Sub-Total Net Cost (in millions) $82 $92 $101 $118 $146

Assumptions
48 months of qualifying service.

Enlistment for additional four years qualifiesthose already serving.

226,000 separ atees per year.

Program beginsin FY00; trainees start becoming eligiblein masse in FY04; VA assumptions used for disabled separateesin FYO1 - 03.
Participation rate of 70% over ten years.

Reporting fees compar e baseline to proposal; assumes M GIB fees decr ease as enhanced M GIB participation increases.

Reporting fee paid twice for 10% of trainees who switch institutions during the school year.

Serviceswill limit " kickers' asrecruiting tool - 15% of the 24,000 per year currently receiving kickers.

3/4timetraining for all trainees (historical VA data); 3/4 time applied to tuition and fees, books & supplies; and stipend.

190
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Stipend projected for 9 months per year.

Costsfor tuition and fees taken from Digest of Education Statistics - U.S. Department of Education.

8.5% annual increasein education cost (historical economic data 1979 - 1997).

30% enrollment in private school @ $14,759 and 70% in public schools @ $2,681 (Private school use may increase when cost of tuition isnot an issue).

Costs of books assumed to be $634 and inflated by the CPI in the outyears.

Half of new VR & C eligible participants select MGIB. (Assumesall 10 & 20% & half of the 30% will use M GIB because less VA control isassociated with MGIB).
Basic benefits savings computed @528 per month.

Payroll withholding of $1,200 repealed.

Note: this estimate does not include the Selective Reserve Gl Bill (Chapter 1606) or Survivorsand Dependent Education (Chapter 35).

| SSUE |.A (CONT’D.) ADDITIONAL AMENDMENTS MONTGOMERY Gl BILL

Amended MGIB FY00 FY01 FY02 FYO03 FY04
Costs

Education Benefit Rate

Baseline Trainees 284,000 283,000 273,200 263,800 259,800
10/1/98 monthly rate $528 $528 $528 $528 $528
Total 3/4time $1,012,176,000 $1,008,612,000 $973,684,800 $940,183,200 $925,927,200
Adjusted Baseline +10% 312,400 310,250 296,468 274,938 259,844
Proposed new rate $600 $600 $600 $600 $600
Total 3/4time $1,265,220,000 $1,256,513,000 $1,200,695,000 $1,113,499,000 $1,052,368,000
Net increase $253,044,000 $247,901,000 $227,010,000 $173,316,000 $126,441,000
Six Month's Withholding 910,000,000 N/A N/A N/A N/A
Advanced Payment

Trainees 77,000 77,000 77,000 77,000 77,000
4 month advanced payment $2,400 $2,400 $2,400 $2,400 $2,400
Total cost $138,600,000 $138,600,000 $138,600,000 $138,600,000 $138,600,000
VEAP

Total trainees 348 1021 1660 1989 2397
Avg. benefit payment $2,228 $2,289 $2,340 $2,300 $2,459
Net benefit payments $775,344 $2,337,069 $3,884,400 $4,574,700 $5,894,223
Pay reduction $417,600 $1,225,200 $1,992,000 $2,386,000 $2,876,400
Net VEAP Costs $357,744 $1,111,869 $1,892,400 $2,188,700 $3,017,823
Sub-Total Costs (in millions) $483 $398 $368 $314 $268
Assumptions

Program beginsin FY00; those who:

- separate prior to enactment and contributed are eligible

- separate prior to enactment, but did not contribute areineligible

- areactiveduty prior to enactment and contributed are eligible

- areactive duty prior to enactment, but did not contribute areineligible

- arenew accessions after enactment with either 24 or 36 month enlistment are eligible
Adjusted baseline is baseline minus enhanced M GIB trainees.
Participation growth rate of 10% over adjusted baseline.
Stipend projected for 9 months per year.
Yatime attendance.
VA estimates 77,000 trainees eligible for payment advances based on current €ligibility.
Advance payments equal double monthly rate and double advancements per semester.
VA estimates 103,323 former VEAP-era participantswould be eligible for benefits.
VA estimates 15% of VEAP-era participantswill elect MGIB over ten years.
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VEAP-er a participants electing MGI B will pay $1,200.
Ten year delimiting date for VEAP-era participants from date of enactment.

Absolve any balance of $1,200 payroll withholding owed by active duty members at time of enactment.

Average payroll withholding for first year enlistees at time of enactment is $600.

1-Year Net Cost (in millions)
5-Year Net Cost (in millions)

$565
$2,370
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| SSUE |.C STREAMLINE MONTHLY CERTIFICATION FOR MGIB PARTICIPANTS

Streamline Monthly Certification EY00 EYO01 EY02 FY03 FYo4
Baseline Trainees 284,000 283,000 273,200 263,800 259,000
Baseline Cost (.55x9) $1,405,800 $1,400,850 $1,352,340 $1,305,810 $1,286,010
Periodic Cost (.55x4) $624,800 $622,600 $601,040 $580,360 $571,560
Internet Support $100,000 $100,000 $100,000 $100,000 $100,000
Total Savings $681,000 $678,250 $651,300 $625,450 $614,450

$0.7

1-Year Savings (in millions)
5-Year Savings (in millions)

Assumptions

$100,000 annual cost to implement Inter net based bi-semester certification.

Noincreasein over payments because of bi-semester certification.
VA estimated cost to processindividual certifications @ $.55.

VA current certification frequency @ 9 per year.

Periodic certification frequency @ 4 per year.
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I SSUE | |.A IMPROVE SERVICEMEMBERS TRANSITION PROGRAMS & SERVICES

Improve Transition Programs EY00 EY01 EY02 FY03 FYo4
Baseline Participants 238,066 240,163 235,010 234,833 235,000
DoD Basdline $39,000,000 $40,170,000 $41,375,100 $42,616,353 $43,894,844
Proposed Client Services $88,356,420 $91,007,113 $93,737,326 $96,549,446 $99,445,929
Program Assessment $250,000 $257,500 $265,225 $273,182 $281,377
DoD Net | ncrease $49,606,420 $51,094,613 $52,627,451 $54,206,275 $55,832,463
VA Staff Cost $800,000 $824,000 $848,720 $874,182 $900,407
VA Program Assessment $250,000 $257,500 $265,225 $273,182 $281,377
VA Net Increase $1,050,000 $1,081,500 $1,113,945 $1,147,363 $1,181,784
Dol Basdline $2,000,000 $2,000,000 $2,000,000 $2,000,000 $2,000,000
DoL Program Assessment $250,000 $257,500 $265,225 $273,182 $281,377
Dol Net I ncrease $250,000 $257,500 $265,225 $273,182 $281,377
Total Increase $50,906,420 $52,433,613 $54,006,621 $55,626,820 $57,295,624
1-Year Cost (in millions) $51
5-Year Cost (in millions) $270
Assumptions

Every separating or retiring servicemember will receive eight hours of individual transition services.
Program costsinflated 3% in outyears.
VA annual cost of $800,000 for stationing four staff over seas.

DoD, VA and DoL to share annual costs of $750,000 to conduct coor dinated program assessment.
Costs of electronic labor exchange programs arereflected in Issuell.d.
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| SSUE | |.B REENGINEER EMPLOYMENT ASSISTANCE FOR VETERANS

Reengineer Employment Assistance EY00 EYO01 EY02 FYQ03 FYo4
Basgline DVOP 80,040,000 $82,441,200 $84,914,436 $87,461,869 $90,085,725
Proposed VCM $90,160,000 $92,864,800 $95,650,744 $98,520,266 $101,475,874
Increase $10,120,000 $10,423,600 $10,736,308 $11,058,397 $11,390,149
Basdline LVER $77,078,000 $79,390,340 $81,772,050 $84,225,212 $86,751,968
Proposed VEF $32,568,000 $33,545,040 $34,551,391 $35,587,933 $36,655,571
Savings $44,510,000 $45,845,300 $47,220,659 $48,637,279 $50,096,397
VR& C Contract Savings $16,000,000 $16,480,000 $16,974,400 $17,483,632 $18,008,141
Net Savings $50,390,000 $51,901,700 $53,458,751 $55,062,514 $56,714,389
1-Year Savings (in millions) $50

$268

5-Year Savings (in millions)

Assumptions
10% of ES Veteran registrantsare eligible for case management services.

Case management eligible veteransreceive an aver age of 5 hours service over a 6-month period.
Chapter 31 participantsreceive 1 hour of case management services per month.

Recently separated, job ready veteransreceive 1 hour of job search assistance.
Veterans Case Manager funding equivalent to 1,610 positions @ average current cost of DVOP position.
1,156 for veteranswith employment barriers.

284 for recently separated veterans.
170 for Chapter 31 program participants.
Veterans Employment Facilitator funding equivalent to 552 positions @ aver age current cost of LVER positions.
340 positions for TAP workshop facilitation (two for every TAP site).
212 positions for marketing (one for every 100,000 veteransin civilian labor force).
$16 million annual VA contractor savingsin VR&C.
Program funding inflated by 3% in outyears.
Baseline cost from DOL.

Contractor VR& C costs from VA.
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ISSUE I|.c MARKET VETERANS TO EMPLOYERS

Market Veterans FY00 FY01 FY02 FY03 FY04
Contractor Support $7,000,000 $7,210,000 $7,426,300 $7,649,089 $7,878,562
Staff/Operations $2,000,000 $2,060,000 $2,121,800 $2,185,454 $2,251,018
Member/Employer Travel $700,000 $721,000 $742,630 $764,909 $787,856
Training $450,000 $450,000 NA NA NA
Total Costs $10,150,000 $10,441,000 $10,290,730 $10,599,452 $10,917,435
1-Year Costs (in millions) $10

$52

5-Year Costs (in millions)

Assumptions
Program funding inflated by 3% in outyears.
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ISSUE II.D TARGET ELECTRONIC EMPLOYMENT ASSISTANCE

Target Electronic Employment EY00 EY01 EY02 FY03 FYo4
DoL/ETA Baseline $5,000,000 $5,000,000 $5,000,000 $5,000,000 $5,000,000
DoL/VETS Implementation $133,000 NA NA NA NA
DoL/ETA Operational $10,000 $10,300 $10,610 $10,930 $11,260
Net DoL $143,000 $10,300 $10,610 $10,930 $11,260
DoD I mplementation $133,000 NA NA NA NA
DoD Operational $10,000 $10,300 $10,610 $10,930 $11,260
Net DoD $143,000 $10,300 $10,610 $10,930 $11,260
VA Implementation $133,000 NA NA NA NA
VA Operational $10,000 $10,300 $10,610 $10,930 $11,260
Net VA $143,000 $10,300 $10,610 $10,930 $11,260
Tota Costs $429,000 $30,900 $31,830 $32,790 $33,780
1-Year Cost (in millions) $0.4

$0.6

5-Year Cost (in millions)

Assumptions
DoL/ETA will continue to make $5 million annual capital invest-
ments.

DoL/VETS, DoD, and VA will shareinitial customizing costs of $400,000 and annual oper ational costs of $30,000.
Operational costsinflated by 3% in outyears.
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| SSUE I |.F INCREASE ACCESS TO FEDERAL VETERANS' TRAINING PROGRAMS

Increase Access EY00 EY01 EY02 EFY03 EY04
Dol Basdline 7,300,000 7,300,000 7,300,000 7,300,000 7,300,000
Proposed Funding $32,000,000 $32,000,000 $32,000,000 $32,000,000 $32,000,000
Net Cost $24,700,000 $24,700,000 $24,700,000 $24,700,000 $24,700,000
1-Year Cost (in millions) $25

$124

5-Year Cost (in millions)

Assumptions

Increased funding level based on FY 98 State grant proposals and univer se of veterans assessed as needing job training.

The policy change regarding dispersal of program fundswill not affect program funding.
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ISSUE I1.J ELIMINATE DISINCENTIVES FOR RETIRED MEMBERS OF THE UNIFORMED

SERVICES TO OBTAIN FEDERAL CIVILIAN EMPLOYMENT

Eliminate Disincentives FY00 FYol FYQ2 FYQ03 FYo4
New Participants 249 249 249 249 249
Terminations 0 49 49 49 49
Total Participants 249 449 649 849 1049
Average Monthly Offset $717 $735 $753 $772 $791
Annual Offset $2,142,396 $3,960,180 $5,864,364 $7,865,136 $9,957,108
1-Year Costs (in millions) $2
5-Year Costs (in millions) $30

Assumptions

Five-year average (1993 - 1997), 249 retired officer s entered federal employment (per DMDC).

Five-year average (1993 - 1997), 49 retired officersleft federal employment (per DMDC).

Fiveyear average (1993 - 1997), $717 individual monthly offset (per DMDC).

Outyear s assume 2.5% inflation (per OPM differential between COLA increase and pay increase is.005).
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ISSUE II1.A PROVIDE TRANSITION HEALTHCARE FOR RECENTLY SEPARATED

SERVICEMEMBERS AND THEIR FAMILIES

Provide Transition Healthcare FY00 FYol FY02 FY03 FYo4
120 Days Single
Enrollment 9,100 15,138 21,175 27,213 33,250
Total Premium $405 $441 $479 $521 $566
Beneficiary Share $41 $44 $48 $52 $57
DoD Share $365 $397 $431 $469 $505
Total DoD Cost for Single $3,320,644 $6,004,529 $9,129,845 $12,753,986 $16,939,115
120 Days Family
Enrollment 25,400 37,425 49,450 61,475 73,500
Total Premium $1,688 $1,835 $1,995 $2,168 $2,357
Beneficiary Share $338 $367 $399 $434 $471
DoD Share $1,350 $1,468 $1,596 $1,735 $1,885
Total DoD Cost for Family $34,302,416 $54,939,201 $78,907,152 $106,629,692 $138,578,706
Total Net Annual DoD Cost $37,623,059 $60,943,730 $88,036,997 $119,383,679 $155,517,821
1-Year Costs (in millions) $38
$462

5-Year Costs (in millions)

Assumptions

Premium growth per year - 8.7%.

Premiums set asindicated in recommendations, different from current CHCBP and TRICARE retiree premiums.
Beneficiary share of single premium - 10%.

Beneficiary share of family premium - 20%.

DoD projected annual enrollment for single cover age between 9,100 and 57,400.

DoD projected annual enrollment for family cover age between 25,400 and 121,600.

Commission annual enrollment assumption startsat low end (9,100 single and 25,400 family)

and increasesincrementally to themid point in year five (33,250 single and 73,500 family).
Beneficiaries pay 102% of total costsin premiumsfor additional 14 months enrollment. No cost to DoD.

Significant increasein enroliment (current CHCBP enrollment = 714) due to significant discount in premiums(current
CHCBP premiums = $933 single, $1,996 family)

Administrative savings from consolidating CHCBP contract with TRICARE contract offset by costs of contract
changes and added administrative costs within TRICARE contract.

Increased size of enrollment pool will mitigate DoD's current annual subsidy of $5 million.
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IssuE Il1.c Use COMBINED PURCHASING POWER FOR MEDICAL PRODUCTS

Use Combined Purchasing Power FY00 FY01 FY02 FY03 FYo4
Items ($000)

DoD Phar maceuticals $756,337 $763,900 $771,539 $779,255 $787,047
Adjust DoD for military unique phar maceuticals $733,647 $740,983 $748,393 $755,877 $763,436
DoD Medical and Dental Supplies $570,062 $587,164 $604,779 $622,922 $641,610
DoD Other Supplies (excludes Equipment) $265,571 $268,227 $270,909 $273,618 $276,354
Total DoD $1,569,280 $1,596,374 $1,624,081 $1,652,417 $1,681,400
VA Medical and Dental Supplies $279,287 $282,080 $284,901 $287,750 $290,627
VA Pharmaceuticals $1,593,881 $1,609,820 $1,625,918 $1,642,177 $1,658,599
VA Other Supplies (excludes equipment) $751,101 $576,812 $582,580 $588,406 $594,290
Total VA $2,444,269 $2,468,711 $2,493,399 $2,518,333 $2,543,516
Savings ($000

DoD Surchar ge Savings $5,869 $5,928 $5,987 $6,047 $6,107
Phar maceutical Savings (VA and DoD) $232,753 $235,080 $237,431 $239,805 $242,203
Supply Savings $134,882 $137,143 $139,453 $141,816 $144,230
Total Efficiencies gained $373,504 $378,151 $382,872 $387,668 $392,541
1-Year Savings (in millions) $374
5-Year Savings (in millions) $1,915
Assumptions

Medical supply information based on FY 1997 actual, per DHPRDB.

Phar maceutical information taken from |G Audit Report 98-154.

Out yearsassumeinflation rate of 1%.

VA data based on FY 97 actual from VA/A.M.

Adjust DoD medical suppliesand pharmaceuticalsfor military uniqueitemsby 3%.
DoD surchar ge savings from phar maceutical and supply of.8% from |G report.
Assume additional 10% pharmaceutical savings for higher volume purchasing.
Assume universal product numberswill yield 8% savings.
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IssUE Il1.F INCREASE VA's USE OF DoD's TRICARE FOR SELECTED VA MEDICAL

SERVICES

Increase VA's use of DoD's TRICARE FY00 FYol FYO2 FY03 FY04

A) DoD and VA pilot the use of TRICARE contractsfor the Fee Program.

Baseline

Current Fee Program estimate (in millions) $246 $253 $261 $271 $282
(based on CMAC/RBRVSrates: excluding long term care)

Factors

Avg. TRICARE discount from CMAC rates 5% 5% 5% 5% 5%

% of Fee Program that would use TRICARE provider 25% 25% 25% 25% 25%

Savings

Revised Fee Program reimbursement (in millions)

(based on discounted CMAC) $3 $3 $3 $3 $4
1-Year Savings (in millions) $3
5-Year Savings (in millions) $16
Assumptions
Pilot isnationwide.

Limit current Fee Program baseline to outpatient, hospital and ancillary service components.

Assume VHS nursing home/home health contracts are already competitive, & can't beimproved by switching to TRICARE rates.

Average discount used for TRICARE preferred providersvaries by region. Assume aver age savingsis 5%.

Without incentives, 75% of veterans using Fee Program will use providersthat do not have TRICARE contracts.

No changesin number of patients using Fee Program or in episodes of care.

Funding for Fee Program grows 3 percent per year between FY's 00-02, and 4% annually ther eafter.

B) Congress should direct VA to expand care options for CHAMPVA beneficiaries by using the TRICARE concept.

Baseline

Current CHAMPVA estimate (in millions) (based on CMAC/DRG rates) $103 $106 $109 $114 $118
Avg. VA cost per CHAMPVA beneficiary $1,079 $1,112 $1,145 $1,191 $1,239
Actual Avg. DoD cost per TRICARE beneficiary (from DoD/HA) $1,008 $1,047 $1,088 $1,131 $1,175
Number of CHAMPVA beneficiaries 95,462 95,462 95,462 95,462 95,462
Factors

Avg. TRICARE Standard discount from CMAC rates NA NA NA NA NA
Costs

Differ ence between DoD & VA avg. cost per beneficiary $71 $65 $57 $60

Changein VA'sshareif it provides samelevel of health

care options as DoD (in millions) $7 $6 $5 $6 $6
1-Y ear Savings (in millions) $7
5-Year Savings (in millions) $30

Assumptions

Funding for CHAMPVA grows 3% per year between FY's 99-02, and 4% annually ther eafter.

Average costs for DoD TRICARE beneficiary increases 3.9% in outyears.
VA costs would be comparable to DoD TRICARE.
No changesin number of CHAMPVA beneficiaries.
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I sSUE I11.F (CONT’'D.) INCREASE VA's USE oF DoD's TRICARE FOR
SELECTED VA MEDICAL SERVICES

Net Total Savings $10 $9 $8 $9 $10

$10

1-Year Savings (in millions)
$46

5-Year Savings (in millions)

203
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IssUE Il1.H DELIVER COST-EFFECTIVE HEALTHCARE FOR HOMELESS VETERANS

Healthcare for Homeless Veterans FY00 FYyol FY02 FY03 FYo4
Grant Per Diem Program Baseline $5,000,000 $5,000,000 $5,000,000 $5,000,000 $5,000,000
Proposed GPDP $50,000,000 $50,000,000 $50,000,000 $50,000,000 $50,000,000
Net increase VA $45,000,000 $45,000,000 $45,000,000 $45,000,000 $45,000,000
Homeless Vets Reintegration Program Baseline $2,500,000 $2,500,000 $2,500,000 $2,500,000 $2,500,000
Proposed HVRP $10,000,000 $10,000,000 $10,000,000 $10,000,000 $10,000,000
Net increase Dol $7,500,000 $7,500,000 $7,500,000 $7,500,000 $7,500,000
Total Net Increase $52,500,000 $52,500,000 $52,500,000 $52,500,000 $52,500,000
1-Year Cost (in millions) $53

$263

5-Year Cost (in millions)

Assumptions

Average yearly appropriation for Grant Per Diem program is$5 million.

Averageyearly appropriation HVRP is $2.5 million.

Eventual undeter mined savings will accrueto VA by investing in community-based partner shipsto addr ess homelessness.
Conversely, such savings may be used to treat new veteran patients.
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I sSUE IV.A REFOCUS THE VA'S HOUSING PROGRAM TOWARD VETERANSIN
TRANSITION

Refocus the VA's Housing Program EY00 EYol EY02 FY03 FYo4
Property expenses $0 $4,376,000 $30,474,000 $75,853,000 $125,160,000
Administration - GOE $0 $198,000 $1,283,000 $3,419,000 $5,986,000
Eliminating Vendees $2,000 $9,000,000 $9,000,000 $11,000,000 $12,000,000
Baseline Total $2,000 $13,574,000 $40,757,000 $90,272,000 $143,146,000
Pilot factor 11.1% $222 $1,506,714 $4,524,027 $10,020,192 $15,889,206
1-Year Savings (in millions) $0
5-Year Savings (in millions) $32
Assumptions

Limiting the proposed changesfor one-time use and elimination of the funding fee to accessions after the effective date
would have no savingsimplications over thefirst five years.
Permanently authorizing Reserve dligibility isbudget neutral assuming that the groups' fees adequately pay for defaults.

Savings for pilot testing lendersliquidating foreclosed properties applicable to loans made after the elective dateis based on 1/9 of thetotal.
Savings generated from property expenses come from VA's calculations of the subsidy model.

Vendee savings from estimatesin the President's FY 99 budget.

GEO expenses are VA assumptions and have been verified by OMB.
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| SSUE IV.B ALLOW SERVICEMEMBERS TO PARTICIPATE IN THE FEDERAL THRIFT
SAVINGS PLAN

Federa Thrift Savings Plan EY00 EYO01 EY02 EY03 EY04
Basic military pay ($000) $32,960,000 $33,949,000 $34,967,000 $36,016,000 $37,097,000
Contribution rate: 4% ($000) $1,318,400 $1,357,960 $1,398,680 $1,440,640 $1,483,880
Participation rate 10% 13% 16% 19% 22%
Total contribution ($000) $131,840 $176,535 $223,789 $273,722 $326,454
Tax Rate 16% 16% 16% 16% 16%
L ost tax revenue ($000) $21,094 $28,246 $35,800 $43,796 $52,233
1-Year Costs (in millions) $21
5-Y ear Costs (in millions) $181
Assumptions

Federal Thrift Investment Board estimates 10% participation ratein first year and an additional 3% each of the next four years.
Composite tax rate of the Armed Forcesis 16% per OSD Director ate of Compensation.

Basic Military Pay from President's FY 99 budget is $32 billion.
Payroall projectionsincrease 3% annually.
Average contribution of non-matching TSP participantsis approximately 4%.
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| SSUE IV.C STREAMLINE DISABILITY COMPENSATION PROGRAMS

Streamline Disability Compensation EY00 EYO01 EY02 FY03 FYo4
Baseline DoD Physical Evaluation
Board Examination 26,000 26,000 26,000 26,000 26,000
VA re-examination (90%) 23,400 23,400 23,400 23,400 23,400
Examination cost $441 $454 $468 $482 $496
VA re-examination cost $10,319,400 $10,623,600 $10,951,200 $11,278,800 $11,606,400
1-Year Savings (in millions) $10
$55

5-Year Savings (in millions)

Assumptions
DoD conducts 26,100 Physical Evaluation Board examinations annually.

VA estimatesthat 90% of PEB examinations are inadequate for VA deter minations.
Average cost of VA examinationsin FY 98 was $428.

Cost of examinationsincreased by 3% in outyears.

Administrative cost of the Rating Board would come from current resour ces.
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| SSUE IV.F TERMINATE PERSIAN GULF WAR ERA

Terminate Persian Gulf War Era FY00 FYol FY02 FY03 FY0o4
Baseline
Aver age pension costs $10,001 $9,937 $9,831 $9,728 $9,626
Current beneficiaries 1,084 1,280 1,476 1,672 1,868
Average survivor costs $5,071 $5,109 $5,155 $5,202 $5,249
Current beneficiaries 210 247 284 321 358
Pension+survivor beneficiaries 1,294 1,527 1,760 1,993 2,226
PG veteran univer se (baseline) 1,011,828 1,237,828 1,463,828 1,689,828 1,915,828
% currently receiving benefits 1% 1% 1% 1% 1%
Baseline Pension Costs $11,905,994 $13,981,283 $15,974,576 $17,935,058 $19,860,510
Revised PG veteran universe $512,832 $512,832 $512,832 $512,832 $512,832
Proposed Pension Costs $6,045,784 $5,797,805 $5,600,405 $5,445,875 $5,318,450
Savings $5,860,210 $8,183,478 $10,374,171 $12,489,183 $14,542,060
1-Year Savings (in millions) $6
$51

5-Year Savings (in millions)

Assumptions

Average costs and current beneficiariesfrom FY 1999 budget.
Average age of Persian gulf veterans approximately 40 years; pension costs are expected to increase in the outyears asthey age.
Average accession to the veteran rollsis 226,000 per year.

Veterans make up 84% of beneficiaries; survivors make up 16%.

Revised PG veterans universeisthe sum of accessions between August 1990 and February 1993.
Savings ar e over stated to the extent of individuals currently receiving benefits who would otherwise be
part of the" dequalified" universedueto theretroactive effective date.
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IssUE V.A RESTRUCTURE DOD/VA HEALTHCARE PROCESSES

Restructure DoD/V A Healthcare Processes FY00 FYol FY02 FY03 FYo4
Estimate

VA relocation costs (412 FTEx200 sq. ft. x$8) $800,000 NA NA NA NA
DoD relocation costs (350 FTEx200 sq. ft. x$8) $700,000 NA NA NA NA
DoD rent costs $1,700,000 $1,700,000 $1,800,000 $1,800,000 $1,900,000
Total relocation costs $3,200,000 $1,700,000 $1,800,000 $1,800,000 $1,900,000
Combined DoD/VA Healthcar e budgets ($000) $33,603,068 $34,611,160 $35,649,495 $36,718,980 $37,820,549
Efficiency factor 0 0 1% 1% 1%
Projected savings ($000) $0 $0 $356,495 $367,190 $378,205
Net cost/savings ($000) $3,200 $1,700 ($354,695) ($365,390) ($376,305)
1-Year Net Cost (in millions) $3
5-Year Net Savings (in millions) $1,001
Assumptions

Dueto space constraints at the Pentagon and VA Central Office, most staff will relocate to a new site.
The costs of relocation within the Washington, D.C. metro area vary, but an average of the estimates provided by GSA is $8 per squarefoot.

Most of the costs are communications-related; moving costs ar e approximately $1.50 per squar e foot.

I'n addition to thisone-timerelocation cost, DoD would haverecurring rent charges. Unlike VA, DoD currently ownsits
headquartersand does not presently pay GSA rent for staff stationed in the Pentagon.

Rent increasein cost by 3% per year.

Relocation cost per square foot — $8

Average squar e feet per FTE — 250

VHA FTE (excluding Facilities M gmt.). — 412

DoD FTE (estimated) — 350

Aver age annual Washington metro arearent per sg. ft —$37.50

Savings factored at 0% in yearsone and two, 1% in yearsthree, four and five of total DoD and VA healthcar e budgets.
FY99 budgetsinflated 3% in outyears.
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ABBREVIATIONS

ABBREVIATIONS

ACTNEL ... America’s Career InfoNet
ADVET ..o Assistant Director for Veterans Employment and Training
ATB e ne e America s Job Bank
AL X e America’s Learning Exchange
AR ..o, U.S. Army Research Institute for Behavioral and Social Sciences
AT B e America s Talent Bank
B AT s Bureau of Apprenticeship Training
B e Bureau of Labor Statistics
BRAC .. Base Realignment and Closure
CBO e e Congressional Budget Office
CEIS...e e Corporate Executive Information System
CHAMPUS.............. Civilian Health and Medica Program of the Uniformed Services
CHAMPVA ......Civilian Health and Medical Program of the Dept. of Veterans Affairs
CHCBP ...t Comprehensive Health Care Benefit Program
CHCS .. s Composite Health Care System
CHCSHI s Composite Health Care System |1
L e e Civilian Labor Force
CMOP ... e Centralized Mail Outpatient Pharmacy
COT S et Commercial off-the-Shelf
Pl e ene e Consumer Price Index
CORS . e Civil Service Retirement System
DANTES......cooiiiereeee Defense Activity for Non-Traditional Education Support
DCHYV e Domiciliary Care for Homeless Veterans
DEERS.......coeeeeee Defense Enrollment Eligibility Reporting System
DHCP....e e Decentralized Hospital Computer Program
DHPRDB ..o Defense Health Program Resource Data Base
DL A e Defense Logistics Agency
DIMDC....c s Defense Manpower Data Center
DOD e Department of Defense
DIOL e e Department of Labor
DORS. ... oo Defense Outplacement Referral Service
DSCP....ee e Defense Supply Center Philadelphia
DS e e Decision Support System
DT R e Design Team Report
DVET . Director for Veterans' Employment and Training
DVOP.....o s Disabled Veterans' Outreach Program
DWCE ... Defense Working Capital Fund
S e Employment Service
FEHBP ... Federal Employees Healthcare Benefits Plan
FHA s Federal Housing Administration




ABBREVIATIONS

S e Federal Supply Schedules
FTEE. . Full-Time Employee Equivalent
e PRSP ROTRTURPP Fiscal Year
GaAlUP e The Gallup Organization
GAOD e Government Account Office
G-CPR .. Government Computer-based Patient Record
GME .. Graduate Medical Education
GPD .. Grant Per Diem Program
HCHV L Health Care for Homeless Veterans
HMLS CWT/TR........ccue..... Homeless Veterans Compensated Work Therapy Program
with Transitional Residence
HMO ... e Health Management Organization
HUD-VASH. ... Housing and Urban Devel opment,
Veterans Affairs Supported Housing Program
HUMRRO.......coiiiiiee e Human Resources Research Organization
HVRP ..o Homeless Veterans Reintegration Projects
TSRS URTOPP Inspector General
HIS e Indian Health Service
IMET e Information Management and Technology
TRA s Individual Retirement Account
T e Information Technology
JASC ... Joint Apprenticeship Steering Committee
T P A s Job Training Partnership Act
LIMI s L ogistics Management Institute
LVER L Local Veterans' Employment Representative
MEB ... e Medical Evaluation Board
MGIB ... Montgomery Gl Bill
MHS e Military Health System
IMOU. ... Memorandum of Understanding
VT et Military Training Facility
NAC e e National Acquisition Center
NAPA e National Academy of Public Administration
NTH e e National Institutes of Health
NNAP e Navy’s National Apprenticeship Program
NV T e National Veterans Training Institute
OFCCP ..ot Office of Federal Contract Compliance Programs
OMB ... Office of Management and Budget
OPM . Office of Personnel Management
P T e Permanent and Total
PEB. .. s Physical Evaluation Board
PH S s Public Health Service
PRO-NET ...t Procurement Marketing and Access Network




ABBREVIATIONS

PY e e Program Year
REVERE ... Rehabilitated Veterans Employment Referral
RO e r e e Regional Office
S A et re e sae e ere e State Approving Agency
OB A e Small Business Administration
R OO ORI PRSPPI Service Connected
SDIN e e Service Delivery Network
SE S A e State Employment Security Agency
ST S s Specialized Treatment Service
TAP e Transition Assistance Program
TBB e Transition Bulletin Board
T DY e e Temporary Duty
LIRS OO PRPP Thrift Savings Plan
I I O URTUPRURO Troopsto Teachers
UCX e Unemployment Insurance for Ex-Service Members
UPN e e s Uniform Product Numbers
VA e Department of Veterans Affairs
VAMC ... Veterans Affairs Medical Center
VASIS... oo Veterans and Servicemembers Internet Site
VB A s Veterans Benefits Administration
VCM s Veterans' Case Manager
VEAP s Veterans' Educational Assistance Program
VEF . e Veterans' Employment Facilitator
VEN e Veterans' Employment Network
VETS. . Veterans' Employment and Training Service
VHA e Veterans Health Administration
VISA oo VA's computer system (previously known as DHCP)
VMET e Verification of Military Education and Training
VREC ... Vocational Rehabilitation and Counseling
VSI/SSB....oooviirieieen Voluntary Separation Incentive/Special Separation Benefits
VWIP e Veterans Workforce Investment Program
Y AT S e Youth Attitude Tracking Study




